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The first Canadian Bank in The Caribbean now offers you 


A COMPLETE TRUST SERVICE IN THE BAHAMAS 


The Bank of Nova Scotia, a part- 
ner in West Indies trade for more 
than 125 years, recently estab- 
lished The Bank of Nova Scotia 
Trust Company (Bahamas) 
Limited with headquarters in 
Nassau. The Company provides 
a full range of trust services for 


Please direct enquiries to: 


individuals and organizations in- 
cluding 

@ irusteeship of settlements 

@ administration of estates and 
exeCutorship of wills 

@ and management services for 
holding companies, pension funds 
and financial corporations. 


E. L. Hammond, Managing Director, The Bank of Nova Scotia 
Trust Company (Bahamas) Limited, Nassau, Bahamas 


or to London, England: 


24-26 Walbrook, E.C.4—Manager, Mr. R. E. Peel, or 
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When you sign your letters do you ever consider the paper on 


which they are written ? | 
| 
Your letter heading is a superb example of printing. your secretary s 
typing is excellent and the letter is well phrased. 
° . { 

But what about the paper ? Does that, too, breathe the spirit of 
: _ ' - | 

your business or is it lowering the tone of your correspondence and 
‘ | 

your Company ? 

| 
Your printer has a book entitled “* Behind the Symbol ~ which | 
describes and illustrates Rag Papers of fine character and distinction. 


Ask to see it before re-ordering your stationery. 





THE SYMBOL OF CHARACTER IN PAPER Veur peiatee will chew you 
this book when selecting your 
office stationery 


ISSUED BY 


THE BRITISH STATIONERY COUNCIL BALFOUR HOUSE : 119 FINSBURY PAVEMENT 3: LONDON, EC2 
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A Financial Notebook 





Sterling Well Cushioned 


STERLING last month showed the 
first signs of its summer strain; 
against the dollar it dipped below 
$2.81, and against the main contin- 
ental currencies it weakened at rates 
already below parity. But, as our 
opening article spells out, the further 
cut in Bank rate is evidence of the 
authorities’ confidence that the 
underlying position of sterling re- 
mains strong. An increase of $125 
millions in the reserves in May 
brought the total to $3,039 millions, 
their highest since the Korean boom. 
At this level the reserves stand two- 
thirds above last September’s low- 
point; while even without taking 
account of the $250 millions drawn 
from the Export-Import Bank, they 
stand $408 millions higher than at 
mid-1957, before the speculative 
run. 

At the same time, as the new 
series of figures on the sterling 
balances (discussed in detail in sub- 
sequent notes) confirm, repayments 
of these balances to sterling coun- 
tries have continued this year. In 
the first quarter, which is seasonally 
favourable to the earnings of the 
overseas countries, their balances 
ran down by {71 millions, while the 
non-sterling countries rebuilt their 
balances by £38 millions, reflecting 
the revival of confidence. In the 
year to end-March, the sterling 
balances of all countries were reduc- 
ed by a net {251 millions. Since 
September, Britain has improved its 
‘““net external banking position ” 


—the balance between the official 
gold reserves and sterling liabilities 
—by more than in any phase since 
the war. 

While the actual increase in the 
reserves in May was broadly in line 
with the good gains of previous 
months (tabulated in our regular 
table on page 480), the May balance 
with the European Payments Union 
turned sharply to deficit, of £13 
millions, involving a gold payment 
in June of $27 millions. This 
deterioration marks not only the 
beginning of the tourist season in 
Europe but also, it seems, some 
adverse psychological influences re- 
sulting from the labour disputes. 
Similar influences were apparent in 
the exchange markets last month. 


Britain’s Growing Surplus 
Meanwhile, the rough guide 
offered by the returns of shipments 
to and from British ports suggests 
that Britain is still enjoying an 
exceptionally large surplus in its 
own current trade. In May, the 
crude ‘‘gap” between’ imports 
(valued c.i.f.) and exports (valued 
f.o.b.) dropped to the quite unusually 
low level of £63 millions; and even 
making allowance for the influence 
of the strike at the London docks, 
which affected imports more than 
exports, this figure suggests that 
Britain may now be running a true 
surplus on its visible trade alone. 
In the first five months of 1958, 
imports have been 13 per cent below 
their value in the corresponding 
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months of 1957, very largely as a 
result of lower prices. ‘The value 
of exports is down by 2 per cent— 
though exports to North America 
are up by 33 per cent, a very notable 
achievement in this phase of in- 
dustrial recession in the United 
States and Canada. In May these 
exports reached £44 millions, the 


second best monthly figure on 
record. 
Liquidity Paradox 


An intriguing contrast has emerged 
this year between the trend of the 
clearing banks’ liquid assets and the 
supply of ‘Treasury bills. Both nor- 
mally reach their lowest points at 
the end of the main phase of tax- 
gathering towards the close of the 
Government’s fiscal year. In each 
of the first two months of the cur- 
rent fiscal year, however, the banks’ 
liquid assets continued to shrink— 
by {24 millions up to the April 
make-up and by a further £563 
millions in the five weeks to May 21, 
the latest period for which figures 
are available, carrying bank liquidity 
ratios down by 13 points to 33.1 per 
cent. It has generally been assumed 
that this contra-seasonal movement, 
correcting the unusually marked ex- 
pansion of liquidity at the end of 
last year, was a direct consequence 
of the success of the Government’s 
‘“‘ vigorous funding’. But in fact it 
appears that these funding sales 
have failed to keep pace with the 
Treasury's increased requirements 
for finance—presumably because of 
the pace of the reflux of gold into 
the reserves. 

By early July the tender issue of 
bills will have expanded by £260 
millions since end-February and 
£180 millions since end-April, com- 
pared with increases of £50 and 
£110 millions and of £60 and £20 
millions in the corresponding periods 
of 1957 and 1956. In the circum- 


stances, the explanation of the de- 
cline in bank liquidity has presum- 
ably to be sought mainly in increased 
demands for bills from other in- 
terests, in anticipation of the Bank 
rate reductions—but it is_ rather 
surprising that this tendency has 
been on such a scale. 

During May there was a check to 
the rise in advances, so that the 
decline in liquid assets was in some 


May 21, Change on 
1958 Month Year 
{mn {mn {mn 
Deposits .. 6411.0 — 39.3 +-126.4 
“Net” Dep* 6119.3 —- 32.9 +139.8 
Liquid 7 
Assets 2078.6 (32.4) -—56.6 13.9 
Cash .. 530.4 (8.3) -12.7 + 22.5 
Call Money 411.6 (6.4) —- 9.7 2.6 
Treas Bills 1025.6(16.0) -—35.6 19.7 
Other Bills 111.0 (1.7) + 0.3 - 30.9 
¢é Risk >> 
Assets 4124.9 (64.3) --24.6 +132.2 
Investments 2163.4 (33.7) --27.1 +169.2 
Advances .. 1961.6 (30.6) - 2.5 - 36.9 
State Bds 63.1 —- 2.7 + 12.0 
All other 1898.5 + 0.3 - 489 


* Excluding items in course of collection. 
+ Ratio of assets to gross deposits. 


degree matched by net deposits, 
which dropped by £33 millions 
apainst the seasonal trend. Invest- 
ment portfolios were expanded by a 
further £27 millions (again mainly 
because of purchases by the Midland 
and Barclays, as our regular analysis 
on page 477 shows), bringing their 
increase since last September up to 


£144 millions. 


Advances and the Ceiling 


In spite of the pause in May, the 
latest quarterly analysis of advances, 
covering the three months February- 
May, showed a sharp expansion— 
by £91 millions for all members of 
the British Bankers’ Association and 
£75 millions for the clearing banks, 
compared with increases of {£78 
millions and {61 millions in the 
similar quarter last year. The 
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greater part of this movement was 
attributable to the private sector, 
since aggregate loans to the national- 
ized industries rose by only {8.2 
millions and to local authorities by 
£6.3 millions. Only seven of the 
twenty-six categories of borrowers 
showed declines, mostly small ones, 
as will be seen from the table on 
page 478. ‘Two-thirds of the net 
increase in demands from the private 
sector was attributable, however, to 
two major trading groups—food, 
drink and tobacco (up by £31 mil- 
lions) and retail trade (up by £18 
millions). 

The rise in advances in recent 
months, which is partly due to 
seasonal influences, including tax 
payments, still leaves the total com- 
fortably below the ceiling imposed 
by the directive of last September. 
The relevant 1956-57 average is cal- 
culated by reference to the monthly 
figures of the clearing banks, in spite 
of their distortion by the inclusion 
of extraneous items. On this basis, 
after deducting advances to national- 
ized industries, the ceiling for the 
clearing banks as a whole is £1,875 
millions. In the eight months to 
last May the actual advances, ex- 
ciuding the nationalized industries, 
averaged {1,843 millions. From 
this figure the banks may deduct 
any new advances made for medium- 
term export finance covered by 
ECGD guarantees or made under 
the scheme for relief of special un- 
employment—and also in future, it 
appears, to shipping companies for 
the finance of new building. Aggre- 
gate true advances of the clearing 
banks, as shown by the quarterly 
figures, have averaged £1,707 mil- 
lions in the period November-May, 
compared with {1,743 millions in the 
previous November-August; these 
figures include the nationalized in- 
dustries but exclude any loans made 
outside Great Britain. 


A Banker for Hire Purchase 


An outspoken plea for direct par- 
ticipation by the banks in the pro- 
vision of finance for hire purchase 
was made last month by Mr W. R. 
Ballantyne, general manager of the 
Royal Bank of Scotland, in his presi- 
dential address to the Scottish Insti- 
tute of Bankers. Mr Ballantyne 
argued that the banks should decide 
the vital issue of principle as soon 
as the special official curbs on 
advances are lifted; and one of the 
reasons why he favours entry into 
the hire-purchase field is that he be- 
lieves the banks may find that the 
years of restriction have robbed 
them of business that may not 
return, and therefore that advances 
of the traditional kind may not be 
easily and safely raised to the level 
the banks would like. 

Hire - purchase business, Mr 
Ballantyne considers, is eminently 
suitable for the banks. As security, 
it is a form of loan “‘ which is essen- 
tially short-term by nature, which 
is regularly and systematically re- 
duced and which, over a fairly long 
period now, has shown only a frac- 
tional ratio of losses’’. Mr Ballan- 
tyne argues further that the business 
will fit well into the administrative 
structure, permitting a fuller utili- 
zation of bank buildings and of 
the special skill of the branch 
manager. For this reason, he does 
not necessarily favour retention of 
hire-purchase business in the hands 
of a subsidiary company, the form 
of participation adopted by the one 
venture into hire purchase by a bank 
in Britain, that of the Commercial 
Bank of Scotland, and also that 
chosen by the Australian banks (but 
not the American banks, which give 
instalment loans in the ordinary 
course of business). 

Mr Ballantyne’s plunge into public 
debate on a topic that is assuming 
increasing importance within bank 
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parlours is much to be welcomed; 
there is need for far fuller dis- 
cussion and consideration before 
even the principles of this weighty 
question can be properly assessed. 
How far are the Scottish bankers 
specially influenced by Scots law, 
which does not recognise movable 
property as security unless it is in the 
lender’s legal possession? Do the 
English bankers share the feeling that 
‘‘ diverted ”’ business is unlikely to 
return? And would they draw a 
distinction between HP facilities for 
capital goods and for consumer goods? 


Under-employed Institutions 


Neither of the “‘ Macmillan ”’ gaps, 
the old or the new, seems to be very 
much in evidence just now. The 
Commonwealth Development Fin- 
ance Company, set up after the 
1952 Commonwealth conference to 
fill the alleged gap in facilities which 
the Prime Minister now seems to 
think calls for yet another institution, 
reports that apart from modest sub- 
scriptions to new finance corpora- 
tions in South Africa and Pakistan, 
no new commitments have been 
undertaken in the past year. Indeed, 
a number of applications were with- 
drawn by the sponsors because they 
were unwilling to pay the high pre- 
vailing interest rate. By contrast, the 
Industrial and Commercial Finance 
Corporation, which uses money from 
the banks to supply long-term funds 
to small and medium sized business, 
once again reports a surfeit of appli- 
cations, though again a very modest 
total of new business. Its trouble 
is that the banks are naturally re- 
luctant to extend large additional 
funds while their own lending re- 
mains restricted. 

The experience of both these 
institutions pointedly underlines the 
obvious but often forgotten truth 
that the way to make more capital 
available is to evoke more saving, 


and not more institutions. That is 
not to deny [CFC its achievements; 
and, conceivably, its accumulation of 
worthwhile schemes for which it has 
no funds might play a small but 
immediate part if the Government 
were ever to decide to launch an 
active anti-slump policy. 


Facts about Sterling Balances— 


An important step towards the 
closing of the gap in information 
about sterling’s capital account has 
been taken by the Treasury. ‘The new 
figures shed a significant light on last 
year’s exchange crisis, as well as on 
this year’s impressive recovery; they 
suggest that the distinct seasonal 
pattern in sterling’s fortunes is even 
more marked than had been assumed ; 
and, incidentally, they thus confirm 
the general maxim that more in- 
formation, by promoting better un- 
derstanding of events, can rarely do 
harm and may help to scotch un- 
founded fears. The new series, which 
is to be published quarterly, reveals 
for the first time since 1931 the Bank 
of England’s figures of outstanding 
acceptances extended on overseas ac- 
count; and it gives the figures of 
overseas sterling balances, at quar- 
terly intervals, retaining the broad 
division by currency groups given in 
the half-yearly white papers on the 
balance of payments. It will thus be 
possible henceforward to compare 
within a reasonable time all three 
main constituents of sterling’s quick 
assets and liabilities—the gold and 
dollar reserves, short-term overseas 
credits, and the sterling balances. 

The article introducing the new 
figures,* moreover, adds some special 
additional information, for selected 
dates in the past, shedding important 
light on the domestic banking scene 
as well as on the composition of the 
sterling balances. ‘The regular figures 


Trends, May, 1958, 





* See Economic 


HMSO 3s Od. 
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are sub-divided at end-1945, end- 
1951 and end-1957 to show separately 
the holdings of central banks and 
other official funds on the one hand 
and of the balances on _ private 
accounts. As the first table pre- 
sented on page 474 shows, the official 
funds of overseas countries at end- 
1957 totalled £2,508 millions, of 
total balances of £3,267 millions. At 
another point the Treasury gives a 
breakdown of the form in which the 
official balances were held—by per- 
centage of total holdings at end-1956. 
Thus precise figures of the actual 
quantities involved are still withheld, 
but the two sets of information 
together give a rough guide. 


Official holdings: per cent 
Bank deposits - ei 8 
Treasury bills 32 
Government securities... 60 
of which 0-5 years* = $7 
| 5-10 15 
10-15 24 
Over 15 14 


* Years to final redemption date. 
The sterling held by non-ofhcial 
bodies, comprising for the most part 
the working balances of banks and 
other financial institutions, totalled 
£759 millions at end-1957, not greatly 


different from the level at end-1945. 


against the pound. Moreover, it is 


Some £492 millions was held by the 
sterling area countries and {£267 
millions by non-sterling countries. 


—and Overseas Acceptances 


It is interesting to set these figures 
of deposits in London against the 
new figures of outstanding accept- 
ances given for account of overseas 
residents by banking offices in the 
United Kingdom—excluding accept- 
ances for which funds have been 
specifically provided and segregated. 
As is shown in Table II on page 474, 
the total of this paper rose steadily 
in the three years to mid-1957 toa 
peak of £184 millions. The rise can 
doubtless be attributed both to the 
freeing of the London market and 
to increased use of credit lines for 
speculative motives. Yet the figures 
actually show a decline in outstand- 
ings in the critical third quarter of 
1957. 

Doubtless there are forms of 
speculative borrowing that may have 
eluded these figures; but this in- 
formation should nail the wild allega- 
tions made from some circles that 
the London market provides virtually 
limitless opportunities to overseas 
merchants to borrow and speculate 








- THE ALLIED GROUP 





OF UNIT TRUSTS 


Electrical and Industrial Development Trust 
British Industries Flexible Trusts 
Metals and Minerals Trust 
GROSS YIELDS £7 4s. 34.°,, to £8 4s. 3d.°,, 


according to the Trust selected 


(Calculated in accordance with Board of Trade requirements) 
Managers: ALLIED INVESTORS TRUSTS LIMITED 
7-8 Great Winchester Street, London E.C.2 
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plain that the credits in total are very 
much smaller than the working de- 
posits, with which the credit facilities 
are linked; and this is true even for 
the non-sterling countries, which 
account for the bulk of the accept- 
ances and for only a minor part of the 
deposits. It is interesting to note, 
too, that, while the total of accept- 
ances is broadly in line with the level 
in March, 1931, as published in the 
Macmillan report, the level of de- 
posits appears to be considerably 
higher. Making all allowances for 
differences in coverage, this hardly 
suggests that London has become a 
net loser of funds as a result of the 
reopening of its financial facilities. 
The existence of those facilities, of 
course, increases the immediate vul- 
nerability of sterling at a time of 
general speculative pressure. ‘The 
figures of acceptances suggest that 
the extension of sterling credits may 
impose a substantial, though by no 
means an unmanageable, strain; but 
the figures of foreign commercial 
deposits are not separated in the 
quarterly analysis. ‘The total balances 
of non-sterling countries actually rose 
in the third quarter of 1957, by £11 
millions, and fell in the last quarter, 
by £12 millions; but the main trend 
was distorted by Germany’s deposit 
of £75 millions in the third quarter. 
The analysis of the seasonal move- 
ments of sterling balances in the last 
four years, reproduced in the last 
table, reveals a neat contrast. While 
movements in the balances of the 
non-sterling countries show no ap- 
parent pattern, the seasonal influence 
in the balances of the sterling area 
countries is very marked. In every 
year since 1954 these balances were 
run down in the third quarter— 
though the fall of £136 millions in 
1957 was quite unusually large. The 
flush season is the first quarter, which 
has seen a rise in sterling area 
balances in each year except 1955— 


and 1958. Since the third quarter is 
also the season in which Britain 
incurs heavy dollar expenditure, on 
purchases of grain and tobacco and 
in settlement of tourist expenditure 
in Europe, the temporary strain on 
the reserves may be substantial. Now 
that it has been documented, there 
may be a little less danger of its 
setting off psychological pressures. 


Finance Houses’ Clearing ? 


The hire-purchase houses are con- 
tinuing their search for an alterna- 
tive to the banking system for the 
collection of their instalment pay- 
ments. Early last year, the clearing 
banks imposed a special charge on 
hire-purchase companies of 1s for 
every cash lodgment made at their 
branches under HP contracts. Some 
finance houses thereupon sought to 
persuade the Post Office to provide 
facilities; but it was found that 
the additional work would involve 
unjustifiable capital expenditures. 

At this stage, it appears, one of 
the organizations of finance houses 
was approached by the National 
Federation of Sub-postmasters, re- 
presenting the 23,000 country and 
suburban private businesses that 
transact post ofice work under con- 
tract. A scheme was suggested 
under which the sub-postmasters 
would collect payments in their 
private capacities; and this plan 
was linked with the establishment 
of a new clearing house by the 
finance companies. ‘The customer 
would make his payment at a sub- 
post office, together with a “ paying- 
in slip ’’ designating the amount and 
the identity of the receiving com- 
pany, and with an extra charge of 
6d; at regular intervals, the sub- 
postmaster would then forward all 
the slips and the total of the pay- 
ments to the new clearing house, 
which in turn would credit the 
individual finance houses. 
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Full Circle 


HE cycle of abnormally dear money was completed last month 

by the return of Bank rate to 5 per cent, just nine months after 

the two-point leap above that figure at the height of last autumn’s 

crisis. ‘The return phase was thus compressed within the com- 
paratively short span of three months, but each of its three steps had been 
substantially discounted in the markets beforehand, especially by the antici- 
patory movements of the Treasury bill rate. On each occasion, therefore, 
the Bank rate reduction was readily justifiable on so-called technical grounds. 
By emphasizing this, as they did both on March 20 and May 22, the 
authorities could contend that the reduction was not inconsistent with a 
maintenance of the general principles of the credit squeeze, and that no 
general relaxation of economic policy was intended. The City has been 
quick to remark that no such arguments were heard after the Bank rate 
reduction of June 19. The credit squeeze in its “ directive” sense has not 
been withdrawn; but this time it has not been specifically reafhrmed—even 
though an easing for shipbuilding finance fell to be announced by the 
Minister of ‘Transport a few hours later. 

Two days before that, when the Committee stage of the Finance Bill 
reached the clause to raise the initial allowances by one quarter, the Chan- 
cellor had unexpectedly and without any perceptible pressure from the 
Opposition explained that he had had second thoughts and now preferred 
to raise them by one half. As can be seen from the quick response in stock 
markets—especially in equities—many people have been putting these 
three relaxations together and arguing that they add up to a significant 
change in policy of which much more is likely to be heard in the near future. 
The Chancellor, in several of his thinkings aloud recently, has been speaking 
of deciding the moment when it will be “ safe’ to encourage expansion of 
output. Do the relaxations mean that he thinks this is the moment, and, 
if so, is he right ? 

In judging the implications of the Bank rate in this context it is well to 
remember that a change in the rate, however explained at the time, hardly 
ever deserves to be dismissed as a “ mere’”’ act of technique rather than of 
policy. In this respect the latest change does not differ significantly from 
the two preceding ones. When Bank rate comes down in the wake of a 
decline in the bill rate, that does not (or ought not to) mean that the 
authorities are tamely deferring to the will of the market. ‘The anticipatory 
fall in the bill rate, even if not encouraged by the policy pursued by the 
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authorities in the market or by the hopes held out by them, ought to signify 
that the basic objectives of the higher Bank rate are being attained; for any 
incipient decline in market rates that is not thus justified ought to be 
checked by official action. In any case it is general practice, which has 
certainly been followed in each of the recent phases of falling market rates, 
to test the strength of the trend by keeping credit supplies taut in the short- 
loan market. The Bank rate reduction, when it comes, is far from being 
a mere technical act: it is confirmation of a basic trend of which the 
authorities approve or which they have themselves contrived. 

The true distinction, therefore, is not between matters of technique and 
of policy but between different kinds of acts of policy—between those that 
‘* follow ” the market rather than lead it, or, in the present context of falling 
rates, between those that are related more to past achievements than to future 
contingencies. It can hardly be doubted into which category the recent 
moves in Bank rate have fallen. At least up to this point of 5 per cent, 
they represent the ending of a cycle rather than the beginning of a new one. 
The Bank of England has obviously been looking towards this return almost 
from the moment when the penal rate first began to show results. The 
process of readjustment was held back in February and early March, and 
then again in early May, by the uncertainties of the labour situation; but 
thereafter it became plain that the third step, though similarly delayed, 
would be taken unless some entirely new adverse influence developed. 

The fundamental justification for this process is readily apparent in the 
progress made in these past nine months. The reflux into the gold and 
dollar reserves has reached the very best expectations; it has been bettered 
in only two preceding phases—those dominated by the abnormal and 
undependable influences after the 1949 devaluation and the Korean war. 
By end-May, as detailed in the note on page 417 and in our regular 
statistical tables, it was approaching $1,000 millions, not counting the 
borrowings from the Export-Import Bank, and the actual total of the 
reserves—including those borrowings as well as the drawings from the 
IMF—was at its best since 1951. More significantly, as the recent improve- 
ment in officially released statistics discloses (see the note on page 420), 
this reflux has been accompanied by a continued repayment of Britain’s 
overseas liabilities on sterling balances—by £135 millions in the six months 
to end-March. At the same time, Britatn’s own current balance of pay- 
ments, benefiting from the improvement in the terms of trade that is in 
some degree the counterpart of the strain put by overseas members of the 
sterling area upon those balances, has been exceptionally strong. 

The strengthening of international confidence in sterling, which is both 
a cause and an effect of these trends, has been paralleled at home. ‘The 
upward drift of retail prices and domestic costs may not yet have been 
surely arrested (it has certainly not been yet reversed), but the dangerous 
flight from money that was developing so ominously last summer most 
certainly has been arrested—and reversed. ‘The stand made by the Govern- 
ment since last September has transformed the scene in the gilt-edged 
market. And the terms of recent wage settlements, though generally 
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diluting the full austerity of the principles then laid down, are reasonably 
consistent with the view expressed by Mr Cobbold a few weeks ago, that 
there is now “a real foundation of progress towards stable prices ”’. 

The return of Bank rate to its pre-crisis level may thus be seen as a 
natural response to these achievements—as the withdrawal of a crisis 
measure rather than as the application of a deliberate stimulus. This 
may possibly explain, indeed, why the authorities, regrettably, have not 
given precedence to a definite withdrawal of the September directives to 
the Capital Issues Committee and to the banks. It can be argued that, 
since the fall in commodity prices and voluntary restraint by borrowers 
(whether for fear of high rates or of refusals by the banks) have reduced 
the average level of bank advances to well below the “ ceiling ”’, the require- 
ment of last September is now imposing no restraint. At the same time, 
many would-be borrowers on the market have found ways of by-passing 
the mechanism of the CIC. Inevitably, the absence of official action to 
close the loopholes has prompted rumours that controls on capital issues, 
and perhaps also the bank directives, are shortly to be dropped, or at least 
appreciably loosened. ‘There is no precedent by which the psychological 
effect of such a move might be guessed—but most bankers doubt whether 
any considerable rush of borrowers would ensue. 

Much the same sort of expectation evidently underlies the Chancellor’s 
improvement on his budgetary proposal for the initial allowances. The 
special accelerated write-off permitted for the first year of new capital 
expenditure will now be raised from 20 to 30 per cent (instead of to 25 per 
cent) for plant and machinery and from 10 to 15 per cent (instead of 123 per 
cent) for industrial buildings; there will be no effect on the budget this 
year, and the total cost will be £32 millions in 1959-60, rising to about {£46 
millions in the first full year. Whatever may be true of the Bank rate cut, 
this move plainly is intended as a positive stimulus. ‘The Chancellor in 
announcing it reiterated that the policy aimed at strengthening sterling and 
at stabilizing prices still was the first objective, but declared that while the 
fundamental purpose was unchanging, the policies had to be kept flexible 
and would be adjusted promptly whenever the Government’s assessment of 
the situation suggested that adjustment was needed. In his several refer- 
ences on earlier occasions to the timing of expansion, Mr Amory had 
repeatedly emphasized that steps would have to be taken to ensure that 
‘industrial investment in the widest sense ’’ had a very high priority. 

The fact that the first of these steps has been taken may not mean, 
therefore, that there is about to be an abrupt change in the direction of 
economic policy as a whole, involving a sudden swing into measures of 
general reflation. Some shift in emphasis in policy has unquestionably 
taken place in the past couple of months or so, but the Chancellor would 
doubtless regard this small additional stimulus to industrial investment as 
strictly in line with the policy, started in the budget, of giving cautious and 
limited encouragement to sectors judged to be of high priority. ‘The 
privileged sectors named then were exports, investment and areas suffering 
unemployment “ substantially above the average’’. To this list there has 
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now been added shipping and shipbuilding, which will no longer be 
effectively prevented by the Capital Issues Committee from raising long- 
term finance from the banks. 

The softening of the economy appears, admittedly, to have gone some- 
what further in the past month or two. Unemployment at the May count 
was fractionally higher, at 448,000, when it would normally have declined. 
Since February it had risen by 24,000, whereas in the previous four years 
the May total had shown an average decline of about 70,000 from the 
winter’s peak. Similarly, the aggregate velume of industrial production, 
though holding steady through April and May, was in that latter month 
running perceptibly lower than in May, 1957—partly in consequence of a 
downturn in the steel industry, as well as the slowing up of the automobile 
industry by the strike of car body workers. Up to date, however, the trend 
of the economy can hardly have been more severe than the Government was 
prepared to face if necessary—and, indeed, was actually foreshadowing—at 
budget time, when it predicted that the tendencies of the early months 
‘““may well go rather further during the rest of this year”. The unem- 
ployment ratio in mid-May was 2.1 per cent. 

There is equally little reason to suppose that the Government has taken 
sudden fright at the flesh-creeping talk recently current in political circles 
and is about to stampede into a whole series of measures to avert the rapidly 
extending recession predicted by the pessimists. ‘The British economy up 
to date has shown a remarkable resilience in face of the decline in world 
commodity prices, the depression in the United States, and the cessation of 
expansion (or actual decline) in most other countries. For that very reason, 
however, the trend in Britain now needs to be watched more vigilantly 
than ever. ‘The two major sources of demand that had been very strong 
last year but were most unpredictable at budget-time—demand for exports 
and for stock-building—now show signs of weakening at the very moment 
when more heartening news has been coming from the American economy. 
A survey published last month by the Federation of British Industries 
suggested that the mood of British business became notably more pessimistic 
through the spring. ‘T'wo-fifths of the firms responding had experienced a 
decline in new orders; the trend of stocks’ of raw materials was downward 
and of finished goods upward; and labour was easier to obtain. 

In short, a good case can now be made for a continuance of the policy 
of granting limited and selective relaxations and stimulations, even in this 
phase when sterling is facing seasonal strains. ‘The slowing-down of the 
rise in prices and wages has not been so decisive, however, nor the shock 
to inflationary habits of thinking so salutary, as to leave the Government 
with any perceptible margin for error in the reflationary direction. If the 
economy softens further during this summer in spite of the easing of the 
money pressures, more general stimulation may become desirable. But 
even in those circumstances it would be wise to defer any more dramatic 
shift in the emphasis of policy—and perhaps any further reduction of 
Bank rate—until the seasonal forces are once more swinging in sterling’s 
favour. 
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Convertibility or EPU 


AJOR questions concerning the foreign exchanges have loomed 
to the fore in central bank parlours and in finance ministries 
this summer. ‘The central preoccupation this year is not with 
exchange rates and the forestalling of a threatening autumn 
Crisis, as it was in 1957. Points of weakness remain, of which the most 
important is the renewed pressure on the franc; but this year there are no 
general fears that this will be a sparking point for a general readjustment 
of other parities, since these are no longer considered to be in need of 
adjustment. ‘The new thinking and planning in the exchange sphere is 
concerned rather with long-range issues. There is a growing feeling that 
the world may have reached a major turning point in its post-war exchange 
arrangements, and that there is a consequent need to be ready to amend and 
supplement the main instruments of international financial co-operation. 

All this may conceivably come to nothing. It could also come to a great 
deal. ‘The far-reaching questions that have been thrust prominently into 
the minds of central bankers, finance ministers and heads of government are 
likely to loom large at the Commonwealth economic conference in Montreal 
in September and at the annual meetings of the International Monetary 
Fund and the World Bank in New Delhi in October. 

Four separate but inter-related issues have been thrown up in recent 
weeks. ‘The first is the unification of transferable sterling accounts with 
American accounts, giving formal convertibility to all sterling currently 
accruing to non-residents; the second issue is that of an expansion of inter- 
national credit facilities, raised by Mr Macmillan last month during his 
talks with President Eisenhower; the third is the implication for payments 
arrangements of failure to reach agreement to supplement the common 
market with a wider free trade area; and the fourth is the future of the 
European Payments Union. ‘This last issue is intricately connected with con- 
vertibility, with an increase in credit facilities through other international 
organizations, and with the course of the free trade schemes. All these 
issues had their bearing on the recent discussions on the renewal of EPU, 
which after some anxious moments was agreed for another year; and they 
are brought into sharp relief by the reconsideration of EPU’s long-term role, 
which has been given greater urgency by the difficulties encountered in this 
latest renewal. 

Of these major issues, the convertibility of sterling is a very old chestnut, 
though still an exciting and in many minds a glowing one. ‘The rumours 
of an impending move, which began to circulate soon after the budget, are 
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the first since those of 1954 (when the rumours were of convertibility from 
strength) and 1955 (when the argument had turned to convertibility for 
defence). Correspondingly, this latest phase has been the first since 1954 
in which sterling has shown sustained strength, bringing an impressive 
increase in the reserves. ‘The current argument for convertibility is almost 
a neutral one: sterling has been convertible de facto ever since the Exchange 
Account began in early 1955 to support transferable sterling whenever the 
discount below the official rate widened much beyond 1 per cent; and for 
many months now the transferable rate has been well above $2.78, the 
lower limit of officially convertible sterling. ‘The technicians who manage 
the system seem to believe that a formal move would involve no additional 
burdens and would bring important gains. ‘Their views must carry great 
weight; but against them there are likely to be put four arguments for delay 
on political or strategic grounds. 


Four Arguments for Caution 


The first such argument, wholly political, is that the formal and overt 
act might arouse the open hostility of the Labour leaders, which if loudly 
and prominently expressed might not only impose severe speculative 
pressures on sterling as the general election approaches, but also narrow the 
chances of maintaining effective freedom for sterling in the event of a 
Labour victory. ‘The second counter-argument is frankly cautious: that a 
formal commitment would be out of place while so many elements in the 
world economic atmosphere, and particularly the course of America’s 
economy, remain uncertain. So far, America’s recession seems to have hit 
the dollar harder than sterling; but the authorities will want to keep a 
special watch on sterling’s performance through the summer, and on the 
pace of the flow of funds into Germany, which in May accelerated sharply. 

A third reason that is found for delay is the uncertainty about the estab- 
lishment of a free trade area. It is argued that if the common market is 
formed in isolation, involving discrimination against British exports in the 
markets of the Six countries, it would be'a gratuitous act to grant to the 
Six rights of full convertibility for their sterling—which by making sterling 
as ‘‘ hard” as the dollar might even induce these countries to make their 
curbs on imports from Britain as tight as those on imports from the dollar 
area. It has long been agreed that, in order to avoid consequential trade 
discrimination against Britain, the move to formal convertibility should be 
part of a “collective approach ’’—by the leading European currencies 
together, and in association with a freeing of trade. ‘The common market 
countries, it may be argued, should now be reminded of this. Corre- 
spondingly, the advocates of a new “ cautious and collective ”’ approach may 
argue, it would be unwise to make a move to formal convertibility before 
international agreement is reached on the provision of a more adequate 
cushion of liquid reserves. 

All these considerations, it should be noted, relate not to the wisdom of 
convertibility in principle but to the timing of the move. ‘The gist of the 
argument is that while the major elements affecting the economic climate 
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—world recession or expansion, freer trade or protection, more international 
reserves or no—are in the balance, a unilateral move by Britain would be 
premature. But, just because of this world conjuncture, it does not neces- 
sarily follow that the move must be far distant. An obviously attractive 
aim would be to use the promise of convertibility to help sway the balance 
firmly back to freedom in world trade and to more practical co-operation 


in finance. 


A Package Deal ? 


What are the prospects for a package deal of this kind? Not unex- 
pectedly, the first response in the United States to Britain’s overtures for 
a new injection of international credit, possibly via the sterling system, has 
been cool. American officials are quick to point out that the weakest 
balance of payments in the past few months has been that of the United 
States. But while it seems to have been made clear that there is no early 
prospect of American support for any of the grandiose schemes that have 
been mooted in relation to the sterling area, Mr Macmillan did find a sym- 
pathetic response to his general theme, of the need for the free world to 
meet the Communist threat on the economic front and therefore to provide 
the necessary trade and aid to keep world activity at a high level. Mr 
Dulles has publicly expressed his sympathy with the principle of expanding 
the resources of the International Monetary Fund and the World Bank; 
and the State Department is considering schemes to make available more 
long-term capital for the less developed countries from American Govern- 
ment sources (which, however, would do little to ease Europe’s shortage of 
reserves). ‘Thus the medium-term prospect, especially if Britain puts for- 
ward its view in circumspect terms and can play up its big counter offer of 
sterling convertibility, may not be unhopeful. The American attitude may 
be more firmly crystallized by the time of the meetings in New Delhi. 

As a bargaining counter, the promise of sterling convertibility might be 
effective, too, in attracting the support of European countries in the schemes 
for more international credit and capital. Germany, Switzerland, the 
Benelux countries and Italy have all long favoured a general move to con- 
vertibility, which they recognize must be led by sterling. Germany in 
particular places an especial, almost philosophical, importance on this final 
advance to full exchange freedom. If Britain agreed to make the move, it 
might argue that Germany as a quid pro quo should promise support for the 
liquidity schemes—which financial circles in Germany tend to suspect 
on the ground that more international credit means more inflation. Cer- 
tainly, as part of any collective exchange move, Germany should be asked 
to decide at long last how it intends to curb its persistent intake of exchange 
reserves: to decide in fact either to re-orient its domestic economy to curb 
its foreign surplus on current account, or to match that surplus with exports 
of capital. 

Germany and its partners could also be asked to ensure that the liberalizing 
effects of any exchange move were matched on their part in trading arrange- 
ments; but it must be recognized that France, whose opposition is the 
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major obstacle in the way of a European free trade area, has no particular 
interest in convertibility or trade freedom. On the other hand, France has 
a major interest in continuing to obtain credit from its European neighbours, 
as well as from the United States; and presumably such aid will not con- 
tinue to be given without assurances that French policy is in line with the 
liberal aims of its common market partners. 

It is at this point that the future of the European Payments Union again 
comes into question. ‘The special piquancy in this year’s discussions on a 
renewal of the Union arose from the hitch in the negotiations on the free 
trade area. ‘The countries that are threatened with exclusion from the 
common market pointed out that hitherto financial co-operation within 
EPU had been in close and necessary association with arrangements through 
OQEEC to remove mutual trade barriers in a non-discriminatory way; and 
that the possibility of an exclusive common market posed a threat to the 
whole system. Switzerland, indeed, proposed at the outset that EPU should 
be renewed only for six months, and made it clear that unless the reductions 
in trade barriers due among the common market countries on January 1 
were generalized to cover the potential members of the free trade area, it 
would leave the Union. Even now, Switzerland retains the option to resign 
at the end of 1958 if its condition is not met. 

Britain shares the Swiss interest in preventing the formation of a restric- 
tive and discriminatory trading bloc within Europe; but it cannot take the 
same attitude to EPU. Switzerland’s threat to leave the Union is a threat 
to force a bilateral balancing on its European partners—which Germany and 
other countries that sell much more to Switzerland than they buy from it 
would be loath to see. But Britain provides multilateral facilities not only 
through its membership of EPU but through the sterling system—with 
which, of course, it is unthinkable to tamper to pay off a score on the Six. 
If EPU were wound up before a general advance of European countries to 
convertibility, Britain would be in danger of finding itself with a pile of 
unwanted and perhaps unusable inconvertible currencies on its hands. 

While the major currencies stop short df full convertibility, indeed, there 
is no reason to seek a demise of EPU. ‘The Union has worked remarkably 
well. The managing board of seven mémbers, sitting in their individual 
capacities, has functioned smoothly and harmoniously. ‘The credit pro- 
vided through EPU has revolved; the total of credit outstanding is now no 
larger than at the end of 1952. With two outstanding exceptions, extreme 
debtor and creditor positions have been corrected. 

Yet the Union to-day is undoubtedly creaking. One cause lies in those 
two extreme positions, Germany’s $1,000 millions of credit and France’s 
$435 millions of debts. ‘The old debts need to be funded, and new facilities 
made available. But there is widespread agreement to-day that, in Euro- 
pean as in other international organizations, the appropriate means of 
extending credit is not in automatic proportions at each settlement but at 
the discretion of the international management, which should be selective 
and demanding in its conditions, to ensure that the credit is used to support 
appropriate domestic measures for recovery. The credit mechanism of 
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EPU has at times been given a certain flexibility, by extending the “ quotas ’ 
within which net positions are settled 75 per cent in gold and 25 per cent 
in credit; and the aid granted to France early this year included a novel 
credit of $150 millions in place of gold settlements. But the basis of the 
EPU arrangement is still the automatic credit at each monthly settlement, 


The Credit and the Clearing 


The European Payments Union was after all intended as a transitional— 
two-year—instrument, to be followed by full convertibility; and it can never 
fully shake off its temporary mark. ‘The time to supplant it will be when, 
but only when, the major currencies move to convertibility. Provision for 
this contingency is made in a blue-print lying in the pigeon-holes of Euro- 
pean ‘Treasuries—the European Monetary Agreement, drawn up in 1955. 
This provides for the establishment of a European Fund, with resources of 
$600 millions, to extend credit to members quite independently of the 
new clearing mechanism, through which, in the regime of convertibility, 
balances would be settled 100 per cent in gold. 

There was in 1955, and still is to-day, considerable controversy about 
whether a clearing mechanism would need to be retained at all when the 
main currencies are convertible. ‘The Bank of England at the time was 
particularly insistent that such a mechanism would be unnecessary and 
anomalous, since the clearing would be provided by sterling and other 
currencies in the market. ‘The continental countries, on the other hand, 
preferred to see an official body retained; and the compromise adopted was 
to provide for a clearing but to rule that operations through it should be 
settled at the extremes of the exchange margins notified by central banks. 
Since the market rates would normally lie between those extremes, and 
since in 1955 a move to convertibility was expected to go hand in hand 
with some widening of the dealing margins, to perhaps 3 per cent either 
side of the parity, the likelihood was that the clearing would hardly ever be 
used, since the several central banks would do far better to acquire or to 
sell their exchange through the market. 

For some time, of course, Britain’s former thoughts of widening the 
exchange margins have been definitely discarded. A move to converti- 
bility now would be on the basis of margins no wider than the present 
$2.78-2.82. ‘To that extent, the disagreement between those who favour 
the use of a clearing and those who argue that this is incompatible with a 
free exchange market has narrowed. But it is insufficiently recognized 
that even with these margins, the extension of interim finance between 
central banks and periodic settlements through a clearing at a fixed rate— 
in EPU, at the middle parity rate—give rise to serious anomalies in a market 
in which rates are flexible; and while most central banks honourably refrain 
from taking up the opportunities for profitable arbitrage, there have been 
exceptions. Once the credit-granting function of EPU has disappeared, 
there may be little point in keeping the clearing. ‘Thus the long-term 
choice for Europe’s currencies should be convertibility or EPU—one or the 
other, and not both. 
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The Economics of 


De Gaulle 


Economic preblems are reputedly not whose detailed analysts in The Banker 
of great interest to General de Gaulle— last autumn of the economic and financial 
but they may yet decide his fate, and impact of Algeria attracted widespread 
that of France. Now more than ever, a attention in high French circles, here 
soluticn to France’s economic crisis argues that no easy expedients can now 
awaits the implementation of majcr postpone a major reorientation of French 
political decisicns. Mr F. W. Saxe,  pelictes.—®piTor. 





By JO W. SAXE 


PARIS, mid- fune 


ENERAL DE GAULLE has sent the deputies of the Fourth 

Republic on holiday: he must regret that he cannot do the same 

with its economics. The legacy is grim, and inescapable. France 

is once again faced with an impending foreign exchange crisis, 
and the prospect of new price increases and serious industrial unrest. By 
and large the state of the economy is as unsatisfactory as it was in the late 
summer of 1957, nine months and half a billion dollars ago. ‘Time can 
be counted in dollars because successive French governments allowed the 
weight of their unsolved problems to fall squarely on the balance of pay- 
ments. M. Pinay’s gold-indexed loan thas produced a useful addition to 
the French reserves, and has helped the immediate climate of confidence; 
but it can prove no substitute for the fundamental adjustment of France’s 
policies to its resources. 

The principal immediate cause of the pressure on prices and the balance 
of payments is the war in Algeria. At long last some official cognizance 
has been taken of its cost. ‘The measures taken by the predecessors of 
General de Gaulle to restore internal and external economic equilibrium 
have not been successful. ‘These measures included a devaluation, formally 
recognized only last month; the imposition of a ceiling, albeit a very high 
ceiling, on budgetary expenditures; and the imposition of stringent credit 
controls. The drain on the foreign exchange reserves was only temporarily 
and very briefly reversed. ‘The French have been obliged to draw heavily 
on the aid, totalling some $655 millions, received from the United States 
and Germany early this year. There is barely enough foreign exchange left 
to last out the year, on optimistic assumptions. 
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If General de Gaulle is to succeed, an indispensable need (though not, of 
course, the only one) is to restore the balance and solvency of the economy. 
To do that, he will have to attack the roots of the malaise, an exercise that 
no government of the Fourth Republic carried through; few enough had 
the courage to identify the true causes of weakness. The explanation for 
the long series of crises has been sought in special or external circumstances: 
post-war reconstruction, the Korean boom, rearmament, the war in Indo- 
China, and (here the political admission came late) the war in Algeria. All 
these events, of course, had a disturbing effect; but the disturbances could 
have been neutralised. ‘The most striking element in all these crises, 
marking the virtual abdication by government from economic responsibility, 
has been the persistent ineffectiveness of public policy. 

When the recent past of the French economy is examined in perspective, 
a good deal of fundamental progress can be perceived. ‘The war damage 
and the longer-term problems inherited by France from the pre-war years 
—insufficient investment in industry, small and inefficient enterprises, 
small and backward farms—are being largely made good. Yet when some 
unexpected strain has fallen on the economy, as in 1951 and 1956, the 
measures taken to withstand it have proved hopelessly inadequate. 


Expansionist Economists and Ineffective Governments 


One of the more interesting innovations under the Fourth Republic was 
an elaborate machinery of economic policy making. Yet the flow of infor- 
mation and analysis does not in itself produce sound measures of economic 
policy. The fault can be found partly in the recommendations of the 
economic technicians and partly in the inability of governments to take 
decisions. ‘The economists, often far-sighted, have had one unfortunate 
blind spot. Almost to a man, they opt for expansion, with little concern 
for external payments. ‘The full consequences of this emphasis have been 
hidden since the war by the steady flow of assistance from outside; conse- 
quently, official economists in France have not adjusted their thinking to 
the demands and limitations set by the trade balance and the reserves. 
Their most recent report seems more concerned with the prospects of 
recession late in 1958 or early in 1959 than with the state of the foreign 
balance or the level of prices and wages in the third quarter of 1958. 

The central weakness, however, has been the inability of governments to 
decide upon and to apply unpleasant measures of economic policy. This 
paralysis formed a part of the more general constitutional weakness of the 
Fourth Republic and can be understood only on the broader plane. It 
is linked with the heavy deadweight on the economy of measures and 
policies decided on non-economic grounds. In the writer’s view, the 
secular economic weakness can be attributed in large part to three major 
burdens of this kind: maintenance of excessive defence forces; maintenance 
of excessive economic obligations to the Franc Area and the French Union; 
and maintenance of an unrealistic exchange rate. 

Defence, and obligations in the French Union, both matters wholly within 
the control of the French Government, have recently comprised the most 
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important elements in the French balance of payments deficit. Including 
the effort in Algeria, over 10 per cent of the national product was used in 
these spheres in 1957. Of this total, the equivalent of almost {1.6 billions 
(4 to 5 per cent of national product) was used directly or indirectly in 
Algeria; ordinary military expenditures were a little less than this, and the 
balance was made up by various forms of assistance to the other territories 
of the franc area. ‘These territories have incurred a deficit in their trade 
with the rest of the world. Consequently there has been no compensation, 
in the form of foreign exchange, for French aid to them. 


A Burden Long Concealed 


The strains imposed by the weight of these commitments on the French 
economy, not to speak of the French body politic, have been manifest only 
in the past year or so, despite the fact that commitments of a similar nature 
have been borne since the end of the war. The explanation of this long 
obliviousness to the true economic implication of military and colonial policy 
lies mainly in the massive external support, which bolstered the economy 
and offset both military and colonial burdens. For Algeria, no external support 
is forthcoming and France is wholly unprepared for the burden that falls 
upon it. 

The years 1954 and 1955 marked a short-lived golden age in France. 
Prices had been stable since 1953, real wages and production were rising, 
consumption had increased to levels approaching those of 1929 and invest- 
ment to the very high level of the early post-war years. The foreign trade 
deficit was reduced steadily from 1952 to 1955, when it was the equivalent 
of only about £70 millions, the lowest since the war. ‘The exchange reserves 
reached $2,000 millions. | 

How did this golden age come about? Ina series of articles in Le Monde, 
M. Edgar Faure, Minister of Finance during this period, attributed it to 
his own wise economic policy. He failed to mention the series of windfalls 
which made his policy of expansion dans la stabilité so successful, and so 
easy. ‘The most important windfall was Indo-China. The war there had 
been underwritten by the United States as early as 1952, and by 1954 the 
United States was paying for something like three-quarters of the total cost 
of it. A very large part of that total cost, as was to be the case in Algeria, 
was in the form of military “ hardware”’. In addition, the United States 
was providing dollars on a very lavish scale on the understanding that the 
French effort in Indo-China would be kept at an agreed level. These 
dollars, like the dollars received from the American forces stationed in 
France and in Morocco, and from US offshore purchases of French equip- 
ment, represented for the most part a net addition to the total French 
reserves. By 1953 capacity for the production of many of the items 
involved—including goods from which no foreign exchange could otherwise 
have been derived—had reached a comfortable level, so that there was 
little or no pressure on prices of these products, or pre-emption of supplies 
that would otherwise have been exported. Indeed, dollar aid was given in 
such a way as to encourage the French to increase capacity in many fields. 


434 


The base for expansion had been laid by M. Monnet, with the help of 
US aid, during the years 1946-51. By 1953 the long effort began to pay 
dividends. At the same time, French military expenditures from 1953 
onward declined sharply. By 1955, military expenditure was only 5.4 per 
cent of gross national product, compared with 9.0 per cent in 1952; the 
war in Indo-China was over, but the dollar funds on that account were 
pouring in, providing a cushion for the economy and for the gathering 
military effort in Algeria. 

A very large part of the equipment that has come into the hands of the 
French armed forces from 1949 on has been furnished by the United States. 
Direct shipments comprised 40 per cent of the total of all equipment 
furnished to the French forces during the period 1950-55. Offshore pur- 
chases probably provided a further 10-15 per cent or so. Aircraft are a 
good example. During these years 350 ‘“ Ouragan”’ fighters and 225 
‘“Mystere IV” were paid for by the United States. These 575 combat 
aircraft represent one-half of the total number of combat aircraft manu- 
factured in France from 1946 to date. Now, as US aid dwindles, heavy 
costs of maintenance and replacement of equipment for all three services 
will fall on the French budget and balance of payments. Hence France’s 
armed forces are a big contingent liability. The French attempt to do 
everything at once—rebuild a navy, build an air force, and maintain both 
NATO forces and colonial ground forces at high levels—could be carried 
out only as long as there was a steady flow of US equipment and dollars. 

A second major windfall for M. Faure was the reduction in the very 
large export surplus which France had built up with the rest of the franc 
area by 1949. In 1952, at the highest point, unrequited exports to the 
franc area were the equivalent of £340 millions, well over 2 per cent of the 
national product; the proceeds of this surplus could not be used to finance 
France’s deficit with foreign countries, but were invested in the overseas 
territories. By 1954, the surplus had been reduced to the equivalent of 
{£220 millions. ‘The reduction was in part the result of the sharp decline 
in exports to Indo-China, a consequence of the end of the war there. 
A further cause of the reduction in the surplus was a decline in appro- 
priations for development and welfare in the franc area, following a shift in 
the local investment programmes away from heavy imports of capital goods. 


‘¢ Integration ’’—the Economic Reality 

Nevertheless, the franc area, like the armed forces, remained a big liability. 
The underlying purpose of French policy was something like assimilation. 
The local development programmes were designed to this end. As a 
result of the efforts in this direction in the period of the First Plan (roughly 
1947-52) the authorities began to build schools, hospitals, roads, and public 
buildings qualitatively very much like similar facilities in France. ‘This 
policy was implicit in the constitutional arrangements whereby most of the 
overseas territories were an integral part of the French Republic. Yet in 
Algeria, as the writer sought to show in the earlier articles, the increase in 
the native populations is so great that very large capital expenditures would 


435 








be needed simply to maintain the existing standard of social services; while 
to bridge the enormous disparity that separates the welfare standards of the 
Moslems of Algeria from those of the settlers and of metropolitan France 
would require expenditures of unthinkable magnitudes—considerably higher 
even than the present expenditures on the war. While the situation in 
other territories is less dramatic, assimilation in terms of public services has 
put a rising floor under French expenditures in and exports to the franc 
area. ‘The economics of “ integration ’”’ are almost certain to be unaccept- 
able to the people of France, once they are appreciated—as, thus far, they 
have not been. 

In the past, the small tentative efforts in the direction of economic inte- 
gration, and still more the cost of the Algerian war which in recent years 
has dwarfed the civil expenditures, have borne heavily on both the domestic 
economy and on the balance of payments. But, as we have seen, the 
pressure was relieved regularly by assistance of one kind and another from 
the United States. The total amounts involved were very large indeed 
—approximately $7 billions between 1945 and 1957, excluding deliveries of 
military equipment. 

Needless to say, a great deal was accomplished with these funds— 
M. Monnet’s investments, the reconstitution of the French armed forces, 
a very considerable increase in production and productivity. But such was 
the weakness of policy that no permanent equilibrium was in sight even in 
1954-55; and in particular, no equilibrium was in sight in external payments. 


Devaluation Twice Postponed 


The deficit had been reduced in 1954 and 1955 by maintaining tight 
controls on imports, and heavily subsidizing exports. Late in 1955, import 
controls were eased, and under the pressure of the boom imports began to 
rise alarmingly. ‘Through 1956 and the first half of 1957 little or nothing 
was done to arrest the rapid exhaustion of the reserves from the impressive 
level built up as a result of the windfalls described above. ‘These reserves 
would have been of inestimable value in‘adjusting the French economy to 
the common market. 

An aggravating influence, and one that illustrates with particular clarity 
the way in which economic policy was made, was the rate of exchange. As 
early as 1953, it was generally admitted that, as a result of the French 
failure to control the effects of the Korean boom, the level of prices in 
France was very much higher than in the rest of Europe. Comparisons 
made by OEEC show that French prices were generally at the same level as 
other European prices in 1950, between 15 and 20 per cent higher in 1952 
and even more out of line in 1955. Consequently, at the prevailing rate of 
exchange, imports were unduly cheap. ‘They became progressively cheaper 
in relation to French prices as various pressures, notably the Algerian war 
on top of M. Faure’s policy of “‘ stable expansion ’’, drove domestic prices 
still higher in 1957 and 1958. It is reliably reported that the Government 
had planned to devalue at least twice between 1953 and 1957, when a 
crypto-devaluation in two stages was effected. 
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But 1957 was too late. In the first place, the effective rate of devaluation 
was very much less than 20 per cent. Specific export subsidies, which had 
a general incidence of upwards of 10 per cent, were removed when the 
devaluation was carried out; and specific import taxes, on a narrower range 
of goods, were also removed. ‘The result was an effective devaluation of 
something less than 10 per cent carried out in the face of steady internal 
pressures on prices and the balance of payments. 

In 1958, the same pressures, under the same conditions of an overvalued 
currency, are producing the same effects as in 1957, aggravated by severe 
political disturbances. By May the foreign exchange reserves had dwindled 
to approximately $200 millions. Last month, debt payments of $40-50 
millions had to be made. M. Pinay’s special loan—yielding 33 per cent tax 
free, with principal exempt from death duties and linked to the gold napoléon 
—1is bringing in some gold and exchange, but the relief is transient. 

Whether further aid from America or Germany is made available this 
year must depend primarily on political factors—on the political decisions 
made both by France and by its allies. Without a drastic revision of 
policy, including exchange rate policy, and without an early end to the war 
in Algeria, almost limitless amounts of aid could be swallowed up in imports. 
The details of the balance of trade for the first few months of 1958 are 
revealing. Exports, in terms of foreign exchange, are well below those in 
the corresponding period of 1957. Imports are only moderately lower 
than in 1957, when the level was swollen by speculation. ‘There is evidence 
of continuing speculative purchases not only of raw materials but of 
industrial equipment laid up in warehouses in grease. All this tends to 
reinforce the statistical evidence of overvaluation. Meanwhile, the Govern- 
ment continues to talk of confidence, and of the effort required on all sides 
to bring the level of French prices down. Obviously the measures required 
to reduce the level of prices by 10, 15 or 20 per cent are out of the question. 
As long as these slogans are confined to Sunday political speeches, no harm 
will be done. But during this time, all of the problems mentioned above 
are lying in wait for M. Pinay and General de Gaulle; and the General’s 
time is short. 


France’s Crisis of Decision 


Even setting aside Algeria, the problems facing France are considerable. 
The limits of time and direction within which policy must be set are narrow. 
The common market is unthinkable without France (witness the readiness 
of Brussels to let the French use every escape clause and loophole). With- 
out making important decisions—short-run decisions on the exchange rate, 
and long-run decisions on policy in the French Union and on defence— 
France cannot fulfil its commitments under the Treaty or restore stability 
to the franc. During a period of adjustment, a French deficit of $200-300 
millions might conceivably be tolerable; the billion dollar deficits of 
1956-57 are not. 

Recently the Tunisians, in deciding to establish their own central bank, 
and thus manage their own monetary affairs, have called the present franc 
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area arrangements into question. All of the overseas territories have almost 
unlimited lines of credit in francs at the French Treasury; will the French 
continue to extend them when they no longer exercise control over public 
spending and credit in these territories ? This raises the wider question of 
how large a burden France can bear in the overseas territories. If the 
economic commitments continue to be determined by political considera- 
tions, without serious provision for their fulfilment, it is difficult to see how 
another major economic breakdown can be avoided, or, indeed, how the 
political goals can be achieved. 

Economic recovery is dependent, too, on reform of military policy. 
Leaving aside the war in Algeria, military policy must be refashioned. On 
economic considerations, it seems unlikely that France can afford to be a 
major military power. It is certainly undesirable to have ineffective arms 
of many kinds, and it is impossible for the French to feed and clothe their 
present military skeleton without greatly reducing its size. 

These three problems—the balance of payments; relationships with the 
French Union and the franc area; and the military establishments—are 
problems of policy. The harm that results from compromise, or the 
deliberate avoidance of unpleasant decisions, was tragically demonstrated 
in the failure of the Fourth Republic. It should soon be apparent whether 
de Gaulle is willing and able to tackle the real issues. 





An Artist’s Sketchbook: No. 55 


BRITISH BANKS IN TOWN AND COUNTRY 


Midland Bank, Piccadilly Circus 


‘ 

HE Midland Bank’s new West End Overseas Branch at Piccadilly 

Circus has aroused wide interest.- Its interior is far more “ con- 

temporary ” in style and atmosphere than is usually to be found in 
new bank branches on this side of the Atlantic. The branch has been 
specially designed and equipped to meet the needs of visitors from overseas 
and to provide in a central situation pleasant premises in which tourists can 
conduct their banking business, exchanging travellers’ cheques or currency 
or securing advice on financial matters. ‘The bank premises, not unnaturally, 
are set in the rather ponderous framework of Edwardian Classical archi- 
tecture in which much of this part of London has been rebuilt. But the 
architects have succeeded in conveying an atmosphere of lightness and 
informality appropriate to the bank’s particular purpose. The materials 
have been drawn from many sources. The facing around the doors was 
specially quarried in Oran and around the windows the facing is of black 
Swedish granite. There is indeed a dazzling display of materials—doors of 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


silver bronze, a large amount of glass, leather panels and green slate slabs. 

One of the biggest innovations made by this branch is its range of window 
displays. ‘These link up the activities of the Midland Bank in relation to 
foreign travel and depict selected features of British life and Britain’s 
countryside that are of interest to tourists. The lettering on the tableaux 
and the coloured slides of scenery and famous buildings are of high quality. 

The interior of the bank is no less interesting. ‘The main hall is fitted 
with grey carpets and comfortable armchairs, and there is rich red leather 
panelling on the doors and on the counter. On one wall, otherwise panelled 
in leather, is a large decorative map of the British Isles engraved at various 
depths in slate. Of the other rooms, a notable innovation is the provision of 
a ladies’ powder room, which is completely panelled in muted grey leather 
with dressing-table stools to match. ‘The manager’s office is in deep green 
and pale yellow leather, and the waiting-rooms have glass walls, also 
decorated with the bank’s device. 
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Competition in Export 


Credits 


N view of the contraction of world export markets in recent months, 

it is not surprising that the problem of competition in export credits 

should have acquired greater urgency, tinged with some suspicion and 

even acrimony. ‘The battle for export markets is inevitably acquiring 
greater severity, as evidence mounts of a widening of the margin of 
unutilized resources in the industrial countries. The potential demand for 
capital goods is as great as it has ever been in the less developed countries; 
but, given the fall in commodity prices, the capacity to pay cash is diminish- 
ing and the demand for more generous credit terms is growing. Buyers 
are increasingly trying to play off one supplier against another by endeavour- 
ing to extract longer credit terms than would normally be available. ‘The 
authorities in many underdeveloped countries are aiding and abetting these 
demands. The Indian Government, for example, is refusing licences for 
imports of capital goods unless credit terms of up to seven years can be 
shown to have been secured by the would-be importer. 

So far, however, there seems to have been no break away in export 
credits. One reason for this may be’ the tighter credit conditions which 
obtained in most industrial countries in 1957. This, however, is a factor 
that is now beginning to lose its force. A more effective check on com- 
petition in export credits has been applied at the insurance end of these 
operations. In these days very few export credits are left uncovered by a 
credit insurance policy. The bulk of this insurance is arranged by insti- 
tutions of official or semi-official character. This is because the risks that 
are covered are not only those that provide safeguard against the insolvency 
of the buyer, but those that give protection against restrictive actions by 
foreign governments, whether connected with local politics or with difh- 
culties in balances of payments. 

The government and semi-official institutions, together with a number of 
private credit insurance companies, have banded themselves in what is 
known as the Berne Union of International Credit Insurance. By agreeing 
among themselves to put a limit to the duration of credits that they will 
underwrite, the partner countries have secured an effective control over 
export credits in general. There were signs of serious abuse of export 
credits in the early 1950s, and considerable losses were incurred in Brazil 
and elsewhere through the over-extension of credits. As a result, the 
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members of the Berne Union imposed upon themselves the restriction of 
a five-year maximum to the credits they are prepared to guarantee. It is 
probable that within the last few months the average term of the credits 
financing export trade has been lengthening; but there is no evidence that 
there has been any wholesale breach of the self-imposed five-year limit. 


Britain Keeping Watch 

Suspicions of such a breach began to grow a few weeks ago when it 
became known that the German Government was earmarking some DM 250 
millions that had previously been at the disposal of the Kreditanstalt fiir 
Wiederaufbau, an internal financing agency, and making it available to the 
Frankfurt Export Credit Bank. It was rumoured that these facilities would 
finance German exports for up to ten years. This intention has been denied 
by the German authorities. Britain’s attitude in this matter was clearly 
laid down by Mr Amory in his budget speech. ‘The Chancellor emphasized 
that Britain did not want to start a credit race; but he gave warning that 
if other countries stepped out of line Britain might have to follow. This 
presumably explains a recent special arrangement for the export of aircraft 
to Italy on credits with terms extending to seven years; on orders from 
ministerial level, the Export Credits Guarantee Department has insured 
those credits. 

The British authorities have also intimated that if world trade and pur- 
chasing power continue to fall, they are ready in case of need to use the 
powers in Sections 2 and 3 of the Export Guarantees Act to provide direct 
official finance to overseas customers, helping them to keep up their supplies 
and British exporters to keep up their activity. In the normal course of 
events, the members of the Berne Union do not themselves provide finance. 
The major exception is the Export-Import Bank of Washington, which is 
an associate member of the Union, since some of its loans serve a purpose 
similar to those guaranteed by the full members. The activities of the 
Export-Import Bank have long comprised the major source of complaint 
by exporting countries abiding by the five-year rule. 

The subject of present competition in export credits and of the manner 
in which it is endangering the five-year rule was critically and even 
vehemently ventilated at the recent meeting of the Berne Union in Venice. 
This discussion suggested that a great deal of the mutual suspicion that had 
arisen among members of the Berne Union was in fact misplaced and due 
to linguistic misunderstanding: in Germany, for example, the phrase 
‘‘ long-term ”’ is applied to credit periods that in other countries would be 
called ‘‘ medium-term ’”’. ‘The German representatives in Venice were able 
to reassure their colleagues that although additional funds were being made 
available for financing German exports, these credits would still be insured 
by the German official credit insurance institution, the Hermes of Hamburg, 
and that this institution would continue to abide by the five-year limit. 

At the end of the Venice meeting the members of the Berne Union 
reafhrmed the view that a maximum of five years post-shipment or delivery 
credit should not be exceeded; but the official communiqué issued at the 


441 








end of the meeting envisaged some elasticity in this matter when it remarked 
that ‘“‘even in cases where governments choose to use credit insurance 
machinery in an unorthodox way for declared political purposes, the same 
maximum might well be desirable”. The precise form of these words 
shows very careful calculation and obviously leaves open the door for many 
direct governmental operations which would break the five-year barrier. 
This exception presumably covers the recent British aircraft credits. 

Aircraft have for some time figured large among the products for which 
exceptional facilities have been offered by the Export-Import Bank to the 
discomfort of British manufacturers. The representative of the Bank made a 
long statement during the Venice meeting. He pointed out that only a 
small part of the Bank’s dollar loans in recent years have financed indi- 
vidual foreign sales of American capital goods on credits of medium term 
and that more than 80 per cent of these “ exporter credits’? had maturity 
of not more than three years from the date of shipment. However, it is 
extremely difficult to draw the line of demarcation between these ‘‘ exporter 
credits ’’ and the other loans comprising the major activity of Ex-Im, which 
are specifically tied to exports of United States goods. 


The Chief Offender 


Breaches of the five-year rule by the Export-Import Bank are no new 
phenomenon. A random example is the credit of $24 millions advanced 
in 1955 to Ethiopia for the purchase of aircraft. The repayment of this 
credit began only in 1957 and it is to be completed over a period of no less 
than twenty years, which is very long after the aircraft delivered under this 
credit will have disintegrated on the junk heap. There is, admittedly, a 
distinction between a government agency that merely underwrites an export 
credit risk and a government agency that provides the credit directly; but 
viewed in terms of fair export competition, that distinction disappears. In 
so far as they depart from the normal standards of commercial banking and 
provide facilities that will be outstanding beyond the life of the goods ex- 
ported, loans of the Export-Import Bank‘are an abuse of export credit. 

This government-subsidized encouragement to American export trade is 
not limited to the activities of the Export-Import Bank; American ex- 
porters, particularly those in the aircraft industry, have been able to offer 
special terms to overseas customers by reason of the support they are getting 
from the US Government. In recent years American exports of civilian 
planes have been greatly helped not only by lavish credit terms but by 
equally generous terms on which the sellers of the new planes are prepared 
to buy back the often derelict fleet which the new planes will replace. This 
generosity is in its turn made possible by the fact that no less than 85 per 
cent of the productive capacity of the American aircraft industry is being 
used for military purposes; firms can afford to take expensive risks in order 
to secure commercial orders. 

This American technique is dramatically revealed in.recent bids for the 
sale of civilian aircraft to Argentina, for which there has been direct com- 
petition between the United States and the United Kingdom, represented 
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respectively by Boeings and De Havillands. ‘The American company has 
pulled every card in the pack, including lush “‘ buy back ”’ terms, extended 
credits and the whole panoply of a public relations campaign, involving a 
Boeing exhibition in Buenos Aires, against which the comparable British 
efforts must have appeared modest in the extreme. So far, Argentina has 
refused to be rushed by this high-pressure salesmanshio. 

One field in which extension of export credits beyond five years has been 
generally regarded as permissible and commercially justifiable is in ship- 
building finance. ‘The customary method of finance has been by way of 
bills of exchange, created as progress payments to the builder have been 
made and renewed over a total period of up to seven years. Some com- 
plaints have recently been levelled against London by shipping nations, 
including Norway, to the effect that the Capital Issues Committee has been 
refusing finance for their shipbuilding programmes. What has probably 
been refused—-though last month the attitude of the CIC seems to have 
been relaxed in line with its general concession to shipbuilding-—has been 
the continuation of finance facilities under which London provided the 
whole of the new money needed for the building of ships without any 
participation on the part of the customers. ‘The Norwegians have in 
recent years been virtually compelled by their central bank to find the whole 
of the finance for their shipbuilding and ship purchases in foreign centres, 
mainly in London. In the event, they have gained considerably from the 
switch; for the lending banks in London have insisted, as part of their 
security, that the ships they financed should be employed on long-term 
charters with first-class companies. In this way the Norwegians have 
found that a high proportion of their tanker and tramp fleet has been largely 
safeguarded from the recent slump in freight rates. The proportion of 
laid-up tonnage in Norway is consequently relatively small. 

The conclusion that emerges from a survey of export competition in 
recent months is that for the most part, with significant but isolated excep- 
tions, the code of international conduct in the provision of credits has not 
been broken. Given the temptations set by the tightening in world markets, 
that is a considerable achievement. Any general departure from agreed 
principles in this field would have dangerous and far-reaching implications; 
it would be seen as the first major act of “‘ beggar my neighbour ”’ policy 
of the kind that poisoned world trade in the depression of the ‘thirties. 

Britain has a special interest in continued conformity to normal standards. 
Limited and carefully selected acts of special financial assistance to overseas 
countries otherwise unable to purchase British exports may be justifiable; 
in present circumstances, any general move on this front is not. The 
sterling balances themselves provide substantial means enabling overseas 
countries to maintain purchases from Britain—or indeed from any other 
country. ‘The balances represent, and properly so, a cushion of reserves 
for the owners, not an instrument for bilateral bargains with Britain. Any 
major move out of line by Britain would be bound to be matched by other 
countries, and particularly by Germany, which might be better able to 
keep up the race. 
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Trade Unions and the Law 


VER since I began writing this commentary two and a half years 

ago, I have been looking forward, with some trepidation though, 

to something that seemed inevitable, to the showdown with Labour 

which I thought must come before the twenty-year spell of inflation, 
overfull employment and continuously rising wage rates could be ended. 
And now we are in the showdown, though not yet at its climax. The 
climax will not be reached until the claim of the engineering and ship- 
building unions comes up for disposal in the next few weeks. 

Meanwhile in the past month we Londoners have been coping as best 
we might with an official strike of 50,000 busmen and a medley of unofficial 
strikes of dockers, involving a total of some 20,000 workers, who came out 
in support of another unofficial strike at Smithfield Market. The points 
at issue in these various disputes are extremely involved, so involved that 
only a few experts could give an intelligible account of them offhand. Very 
naturally, this fact and the great inconvenience, to use no stronger word, 
to which the public has been put by stoppages over essentially minor issues, 
have given a new impetus to discussion, whether without interfering with 
the fundamental freedom of workers to withhold their labour if they wish, 
some strengthening of the law to reduce the incidence of irresponsible or 
merely vexatious strikes is possible. A notable contribution to the dis- 
cussion has been made by the Inns of Court Conservatives in a study 
entitled ‘ A Giant’s Strength ”’. 

This body of Tory lawyers recommends legislation covering three main 
issues. First it wants strikes for ‘‘ purely or predominantly political pur- 
poses” to be declared illegal, i.e. making them criminal acts. Secondly— 
and I would say far more important—it wants the protection and privileges 
conferred by the Trade Union Acts of 1871 to 1913 on trade unions and on 
persons engaged in trade disputes (whether members of trade unions or not) 
to be reserved for trade unions registered with the Registrar of Friendly 
Societies and their members. The Registrar would accept registration 
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only provided the rules of the union ensured, so far as possible, just treat- 
ment of members, particularly members accused of breaking the union 
rules. Where a union was operating a closed shop, moreover, the rules 
would have to provide that no applicant for membership could be refused 
membership if he were of good character. Strikes in breach of union 
rules—i.e. ‘* unofficial’ strikes—would be illegal and those participating in 
them would lose the protection of the Acts. ‘This protection should also 
be withheld, in the submission of the Tory lawyers, from strikes on issues 
that had not been previously referred to an independent tribunal. Thirdly, 
they recommend that restrictive practices by workers should be referable 
to the Restrictive Practices Court or to some similar court set up for the 
purpose. 

I think there is a strong case in logic for legislation under all these heads. 
How far it would be expedient for a Conservative Government to put 
through legislation in the face of opposition is another matter. Personally, 
I would concentrate in the first instance on reform and standardization of 
trade union rules along the lines suggested so as to protect individual 
members from the harsh and even tyrannous treatment to which they are 
now sometimes exposed. I do not see why, if the law insists on a code of 
honourable behaviour by companies towards their members, it should not 
apply the same treatment to trade unions. And, inasmuch as legislation 
along the lines suggested by the Inns of Court Conservatives would 
strengthen what may be called the legitimate disciplinary powers of unions 
over their members (notably in the matter of unofficial strikes), I do not 
see why the Labour Party should object. It may even happen that the 
Labour Party will find itself compelled to legislate on trade unions before 
it is finished. 


Restrictive Practices—and Closed Shop 


There may be less wisdom, I feel, in seeking to outlaw political strikes, 
or indeed in trying to stop workers’ restrictive practices, by setting up a 
court to sit in judgment on them. Without any doubt these practices are 
a much more potent cause of loss of production than those which are 
followed by employers and are now referable to the court. Yet I question 
whether much good would come of attempting to check restrictive labour 
practices by judicial process. “‘ Restrictive ’’, like “‘ political’’, is a very 
difhcult word to define and it is to be feared that findings of the court 
would in many cases be evaded even if they were not deliberately flouted. 
It seems odd, incidentally, that the practice which many people would 
consider the most obnoxiously restrictive of all, the closed shop, is evidently 
not regarded, or at any rate is not treated, as such by the group of Tory 
lawyers. 

Messy and irritating though the present labour situation is, I don’t think 
one ought to feel too much discouraged by it. So far, at any rate, nothing 
that has happened is worse than those of us who have all along thought 
some sort of showdown unavoidable were prepared for. It may be, of 
course, as The Times keeps telling us, that the 3 to 4 per cent, which is 
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getting away with it. 
3 or 4 per cent on the wage bill. 
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engineering unions’ claim. 


Sufficient unto the day, however. 


September has given way. 


private sector 





proving the standard rate of advance for the 1958 round of wage claims, is 
too much; that it will plunge us back into the maelstrom of inflation. 
I should have thought, however, that there is a sporting chance of our 
After all, 3 or 4 per cent on wage rates will not be 
It may not mean anything at all on the 
total wage bill. ‘That will depend upon how far overtime working can be 
reduced, and upon how much redundancy develops. 
may not mean any appreciable increase in unit costs. 
has complained that some of the 
beyond even this norm of 3 to 4 per cent, which it appears to justify as 
representing Some assumed average gain in national productivity. 
dispute that some settlements have seemed extravagant and I could even 
But I do protest against the implication 
that every private employer, whatever his labour requirements and whatever 
his profit margins, is bound to pay regard to such an abstraction as the 
national average annual rise in productivity. 

In some cases employers can quite properly offer increases exceeding the 
In other cases they cannot afford to offer as much. 
That may well be the case in the shipbuilding industry, where any further 
rise in costs might bring an avalanche of cancellations of orders. 
not the least among the reasons why, so far as the private sector is con- 
cerned, the main test is still to come—in the fate of the shipbuilding and 


By the same token it 
The Government 
settlements have gone 


So far, I do not feel that any vital 
point in the anti-inflation front so hastily and belatedly organized last 
The front has been dented here and there but 
—I hope I am not being too optimistic in thinking it—it is so far intact. 
The fact that there are dents, however, warns us that there must be no 


premature relaxing of vigilance, no premature thinning of the line. 


Let us get away from these military metaphors and back to the sober 


language of the economists. ‘The latest annual report of the Bank for Inter- 


national Settlements (which if bereft of the master touch of Per Jacobsson, 
now translated to the IMF, well maintains the high standards he set in his 
quarter of a century of service at Basle) advances this proposition about the 
present position of the western world. 
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‘The year 1957”’, it says, “‘ witnessed the paradox of a recession 
coinciding with a continued rise in national price levels at the very time 
when there had been a substantial decline in wcerld-market quotations for 
many raw materials’’. This “‘ paradox”’ of rising prices of consumption 
and manufactured goods and falling prices of basic materials, which the 
BIS ascribes to 1957, still persists in the middle of 1958, though there are 
now perhaps signs that it is losing intensity. Certainly in this country it 
has been aggravated by the current wage round, though in so far as external 
financial relations are concerned, there may be some compensation for that 
in the fact that other countries, and notably the United States, are affected 
no less than we are. 

The comment of the BIS writer on the situation which he so succinctly 
describes, is that it confronts the monetary authorities with “a difficult 
task’’. For, as he says, “ the technique of continuous expansion and of 
full employment of all available resources, the mastery of which has become 
the primary aim of modern economics, is as yet far from being securely 


based on exact knowledge ’’. 


No Quick Cure for Recession ? 


This is letting us down gently. If I may give my own free translation 
of this very diplomatic passage, I would say that the writer must have had 
something like this in mind: if, while industrial depression is spreading and 
basic material prices are falling, wages and the prices directly dependent on 
wages are still rising, it must be excessively dangerous to aggravate the 
distortion by injecting fresh purchasing power into the economic system at 
the consumption end. 

In the past twenty-five years the belief has acquired almost universal 
hold that if and when trade recession came it could easily be cured by 
monetary means. ‘l'axes could be reduced or insurance contributions cut 
and the extra purchasing power so generated would quickly restore demand 
and put industry into top gear again. But now we have a situation in which 
additional purchasing power has already been generated via wage advances 
and yet production flags. The patient is already dosing himself with the 
Keynesian cure without waiting for the politicians and the economists to 
prescribe it—and the cure isn’t working. No wonder that President 
Kisenhower and his administration are having second thoughts about the 
wisdom of tax cuts. No wonder that the President has been brought to 
declare that “ reckless expenditure in the name of economic stimulation is 
both wrong and self-defeating ”’. 

The sooner we face the fact that there is no quick cure for the hangover 
arising from two decades of inflationary excesses the better. But when 
that is said, what is there left of the monetary medicines that have been 
so cracked up over the years in which there was no occasion to test them 
by actual use? Not much more, I suspect, than the pre-Keynesian 
emollients of cheaper money, a few “ public works” and a little judicious 
encouragement of private industry to go ahead with investment pro- 
grammes which it feels like suspending. 

447 








The economists and politicians, who are “‘sold”’ on the topsy-turvy 
notion that you can’t stop inflation but can cure deflation by monetary 
means (whereas the opposite is nearer the truth), will not like this prospect. 
Nevertheless, as I have said, I do not think we have any reason to be 
greatly discouraged. 

There is at last some tangible evidence (notably in the 1 per cent recovery 
in the seasonally adjusted Federal Reserve Board production index) that the 
American recession is bottoming. It may take a year, or even two, before 
the climb back out of the trough is completed, but provided there is no 
relapse in the States we, in this country, ought to escape fairly lightly. In 
saying that I am making the perhaps rather premature assumption that we 
shall get through the remaining wages disputes without appreciably greater 
damage to the economy than we have so far suffered. Given that, we should 
be safe against serious exchange trouble this year and we can safely ease 
off on credit policy. ‘The Bank rate may well be down to 5 per cent before 
this is in print. After that I would give priority over any further reduction 
in Bank rate to withdrawal of the special credit “‘ request’ to the banks. 
This must in any case come up for review before the end of next month 
and I hope that the Chancellor will agree that it has outlived its usefulness 
—if it ever had any. ‘The Capital Issues Committee wouldn’t be missed 
either. The great thing now is to aim any monetary relaxations as exclu- 
sively as possible at the investment and not the consumption end of the 


economic process. 
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Lombard Street through 
the Crisis 


HE experience of the London discount market during these past 

nine months has proved to be a good deal more satisfactory than 

most of its members dared to hope after the shock of the Govern- 

ment’s emergency measures burst upon it last autumn. When 
the big guns of monetary policy are brought into play, the discount houses 
stand first in the line of fire. Last September’s raising of Bank rate, to a 
36-year peak that hardly anyone in the City expected ever to be witnessed 
again, and by a two-point leap almost without precedent in peacetime, 
subjected them to severe strains. Yet the market came through this 
chastening phase of the 7 per cent Bank rate not only without casualty, 
but generally with less damage than was suffered in the 1955-56 phase of 
dear money, when Bank rate rose in two steps from 3 to 43 per cent within 
a month and to 53 per cent twelve months later. 

The strains of that earlier phase, as the 1955 and 1956 articles in this 
annual series recorded in detail, depleted the aggregate true capital resources 
of the market by approximately one-third, cutting deeply into current 
profits (the published figures of eight houses were computed after drawings, 
in one form or another, upon inner reserves) and compelling five houses to 
show an uncovered depreciation on their bond portfolios after exhausting 
the balance of their contingency accounts in writing them down. Now, in 
their first reports since the 7 per cent Bank rate, only two houses have had 
to show any uncovered depreciation and in only three houses is the balance 
on profit and loss account inflated by book transfers or by the charging of 
realized losses on bonds to inner reserves; yet no house has shown more 
than a minor fall in the published figure, several show increases, one has 
raised its dividend and four have announced scrip bonuses provided by 
capitalizations of reserves. ‘There has been only one reduction of dividend 

by one of the two houses that made a cut in 1955. At mid-1958 the 
aggregate true resources of the market are almost certainly somewhat larger 
than at mid-1957, and at least 25 per cent above the low point touched 
in 1956. 

This rather surprising and certainly heartening outcome is in part a 
reflection of the market’s success in more fully adapting itself to the con- 
ditions of flexible interest rates after the long period of relative stability 
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it is a measure of its capacity to learn from past mistakes. In 1955-56 the 
discount houses were facing a major rise in rates for the first time since 
they assumed their modern réle in the bond market; and the experience of 
1951-52 had not sufficiently prepared them for what was to come. Amid 
the mood of optimism of mid-1954 the market’s bond portfolios had risen 
to the largest in its history, at around £400 millions; and the heads-in-the- 
sand official policy of those days was in effect encouraging the discount 
houses, up to within a few weeks of the first rise in Bank rate, to venture 
into longer (and low-coupon) stocks. A number of houses were therefore 
much more vulnerable to the rise in rates in 1955 than in 1957—even 
though the 1957 rise in Bank rate took the City much more by surprise. 
Market bond portfolios had admittedly been considerably re-expanded 
during that delusive phase at end-1956 and early 1957 when anticipations 


TABLE I 


MONEY AND BILL RATES, 1956-58 * 
Feb 16, Feb 7, Sept 19, Mar 20, May 22, Junel9, 


1956 1957 1957 1958 1958 1958 
yA yA 4 ya A yA 
Bank Rate - ¥ 5} 5 7 6 5} 5 
Discount Rates: ; : 

Bank Bills, 3 Mths .. 53 43-4 i 6; -6% 5% > f 4 1§—-5 43—+ 36 
> ” ”» . 53 43-4 4% 6; 65 I3—) 1% 4 1-5 4+3—+ i6 
oe 6 yee SHS$ | SEAR ORO | SESH 448-5 44-44 

Trade Bills, 3 Mths... 6-65 51-6 74-83 61-7 6H | 5-5} 
2 * 5» «- 6-6} 54-6 74-85 63-7 6-6} 5-5} 
ie os Be: stile «gig 54-63 8—9 643-7 61-63 51-6 

Treasury Bills: ’ ite ; 

Allotment rate ..105/5.88d 84/8.39d 132/1.02d 111/1.52d 95/5.96d 85/9.63d 
Clearing Banks’ Short . 

Money Minimumt .. 3 t 34 5} ‘ 4} 34 34 
Floating Money (max) . . 4} 3 53-5} 5} 45 4 
Clearing Banks’ Deposit ' | 

Rate .. -. 7 34 3 ° 5 4 34 3 


* Dates shown are those of Bank rate changes; but all other rates except the clearing 
banks’ “‘ fixed ”’ rates are those ruling on the following day. 


‘ 


+ Applicable to ‘“‘ good ”’ money. ‘ 

of cheaper money were enabling the Government broker to make large sales 
of bonds through the “‘taps’”’. Even so, aggregate portfolios at mid-1957 
were certainly much below the 1954 peak. More important, perhaps, that 
same phase of gilt-edged activity had enabled houses still carrying difficult 
bond positions as a legacy from 1954-55 to ease these burdens by switching 
into shorter-dated or higher-coupon stocks. 

The relatively good resistance offered by most houses to the recent 
stresses is, therefore, partly a consequence of the caution dictated by their 
experiences in 1955-56. It is also, however, a consequence of the relatively 
short duration of the phase of major strain on this occasion. In 1955 the 
strain was sustained, and at times intensified, throughout the year—to be 
tollowed by another increase in Bank rate early in 1956. In 1957, by 
contrast, the main strain lasted barely three months. ‘The 7 per cent Bank 
rate was intended to be a short, sharp remedy and by the turn of the year 
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there was already talk that it had done its work. Foreign funds rapidly 
found their way back to London—though the specifically dollar content was 
certainly on a smaller scale than in 1954. Concurrently with this 
improvement in the position of the United Kingdom came a break in world 
interest rates. On October 14 the American Treasury bill rate reached a 
24-year high at 3.660 per cent; by the end of the year it had fallen to 2.752 
per cent, on February 3 a drop of 0.625 in one week brought it to 1.583 
per cent and on May 27 it touched 0.635 per cent, its lowest for four 
years. ‘The British authorities in fact delayed their first Bank rate reduction 
until March 20—-when the rate dropped a full point to 6 per cent—but a 
strong anticipatory demand had developed for both bills and bonds before 
then, carrying market rates down sharply in February, and establishing a 
trend that has continued, with only brief pauses, ever since. By June 20, 
on the morrow of the third reduction in Bank rate, to 5 per cent, the 
Treasury bill rate was almost back to the figure for mid-September. 

In view of this sequence of autumn crisis and spring recovery, the com- 
parative results of the several houses as shown by their most recent pub- 
lished accounts are even more strongly influenced than usual by the incidence 
of accounting dates. These, as Table II shows, range from end-December 
to end-May. It will be seen that, in general, the later the year ends, the 
more favourable the results. Given these disparities, it is desirable to 
glance briefly at the individual results before analysing the trends in the 
market as a whole. 

It will be recalled that, of the three companies that account to end- 
December, both the National and Alexanders had, for the third year running, 
to show bond portfolios above market value. Alexanders, however, suc- 
ceeded in cutting its disclosed depreciation from £2,612,000 to £2,307,000 
(still considerably in excess of the total of published reserves), but its 
published profit was nearly £15,000 lower (at only one-sixth of its 1954 
record total) and the dividend, cut from 124 to 74 per cent in 1955, came 
down still further to 5 per cent. Indeed, the chairman gave warning that 
‘if Bank rate continues at its present high level our profits will be seriously 
and directly affected for some time to come and future dividends will be 
in jeopardy’. ‘The implication presumably was that the company was 
experiencing a heavy running loss on a relatively low-coupon bond portfolio 

a burden that will have been eased in some measure by the subsequent 
fall in money costs and the rise in bond values. ‘The National Discount, 
on the other hand, showed an increase in its uncovered depreciation from 
{2,493,000 to £3,104,000, a movement associated with the extraordinary 
and much-discussed basis adopted for bond valuation—‘“ at cost plus a 
proportion of discounts on short-dated securities purchased below redemp- 
tion values”’. ‘This writing-up of the bond portfolio (apparently by analogy 
with the well-established principle of amortizing premiums on stocks bought 
above redemption price) was then linked with the profit and loss account 

which was credited with the excess of this “ amortizing’”’ writing-up 
over “‘ a provision made towards securities depreciation’. By this expedient 
of bringing in contingent future capital profits (which will be earned only 
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if the bonds are held to maturity or otherwise are sold at the assumed 
higher prices), and by charging realized losses to contingencies, the com- 
pany contrived to show a slightly increased profit-balance; it maintained its 
dividend at the 10 per cent to which it was reduced in 1955. 

The Union Discount, in contrast, once again showed its bonds at less 
than market value, maintained its dividend at the increased rate paid since 
1954, and reported a fractional fall in profits—as the chairman laconically 


TABLE Il 
NET PROFITS AND EQUITY DIVIDENDS 


Profit figures marked with an asterisk and italicized are not comparable with other 
years; they were computed after transfers of undisclosed amounts from contingency 
reserves or after charging realized investment losses to those reserves. 

Scrip bonuses are shown in parentheses; allowance must be made for these when com- 
paring dividend rates from year to year. 


1955-56 1956-57 1957-58 
Years to dates as shown 
Union Discount .. nd We 390,937 420,769 415,253 
Dec 31 123% 124% 123% 
National Discount. . st be 105,725* 202,103 208,117* 
Dec 31 10% 10% 10% 
Alexanders Discount - - 55,400* 65,400 50,900 
Dec 31 74% 74% 2 
Cater, Brightwen .. es ia 83,575* 113,767 111,647 
April 5 1 [3% y 4 
Ryders Discount .. 4 es 102,806 214,411 234,750 
May 31 74% 10% 10% 
(1 : 10) 
Gillett Bros Discount - - 73,925* 87,515 85,777* 
Jan 31 113% 114% 111% 
Smith, St Aubyn .. - a 55,222* 166,722 188,160 
March 31 10% 123% 123% 
(1 : 3)t 
Jessel, Toynbee... 7” 7 32,765* 117,327 96,557 
March 31 | 10% 10°, 10% 
(3 : 10)t 
Allen, Harvey & Ross a +2 $0,518 120,035 125,452 
April 5 | iy A 10% 12% 
(2: 7)8§ 
King & Shaxson .. eis — 95,008 168,675 196,660 
April 30 123% 124% 124% 
‘ i? 3 3)T 
Seccombe, Marshall & Campion. . 57,117 75,286 76,141+ 
April 30 10°% 10°. 10°% 
Pm (1:4) 
+ Scrip bonus of £50,000 foreshadowed, but details not available at time of going 
to press. 
t Bonus shares not ranking for dividend until following year. 
§ Bonus shares ranked for final dividend. Bonus shares ranked for whole dividend. 


put it, “‘a good result in a bad year’’. The results of Gillett Bros, the 
only other house whose accounting date preceded the first Bank rate reduc- 
tion, were in the same mould—bonds valued below market worth (but 
certain realized losses charged to inner reserves), profits slightly lower, 
dividend maintained. Both these houses showed a notable increase in 
commercial bill business. 

One of the first houses to publish its figures after the introduction of the 
6 per cent Bank rate, Cater Brightwen, likewise reported a slight decline in 
the profit balance, in spite of the charging of realized losses to contingency 
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reserves. The chairman disclosed, however, that the company had faced 
up to the “ painful process”’ of replacing low-coupon by higher coupon 
issues, which “cut into our profit and loss account ’’—but raised the 
average yield on the portfolio by no less than 1} per cent. ‘The disclosed 
bond holdings were nearly halved at £10.8 millions—but an unspecified 
amount of “ short-dated securities’ is this year, regrettably, merged with 
the bill portfolio. 

All the other published results have more clearly shown the benefit of 
falling rates. Smith St Aubyn announced higher profits, a substantial 
strengthening of inner reserves, and a one-in-three scrip bonus—it was 
probably the one house to have improved its relative status in the market. 
Jessel Toynbee reported a fall in profits, but from an exceptional level, and 
showed its confidence by likewise recommending a scrip bonus, of three- 


TABLE III 
PORTFOLIOS AND CAPITAL, 1957-58 


(At varying balance sheet dates, as in Table II) 











(£ mns) 
Published 

Capital Invest- Bills Total 

Resources ments Portfolios 
Union Discount Co of London Ltd - 8.917 58.15 185.05 243.20 
National Discount Co Ltd a i 5.958* 67.87 109.43 177.30 
Alexanders Discount Co Ltd 4.742* 32.37 70.60 102.97 
Cater, Brightwen & Co Ltd ass 2.764 10.79+F 75.04F 85.83 
Ryders Discount Co Ltd .. ‘4 - 2.704 17.23 61.65 78.87 
Gillett Bros Discount Co Ltd 2.151 16.84 58.34 75.18 
Smith, St Aubyn & Co Ltd 1.933 11.86 60.20 75.06 
Jessel, Toynbee & Co Ltd 1.585 12.29 36.79 49.08 
Allen, Harvey & Ross Ltd 1.568 7.84 43.91 51.76 
King & Shaxson Ltd a - re 1.591 14.14 37.94 52.09 
Seccombe, Marshall & Campion Ltd .. 0.855 7.66 26.35 34.01 
Total .. rg .. 34.768 257.04 768.30 1025.35 











* Before adjustment for investment depreciation—National, £3.1 millions; Alexanders, 
£2.3 millions. 
¢t Short-dated securities included in bill portfolio. 


in-ten. Allen Harvey’s profit bettered the previous year’s peak; this was 
the only house to increase its dividend. ‘This result was attributed to the 
fact that “the carrying and turnover of bills of all kinds have been very 
profitable ’’; commercial bill business expanded by 44 per cent. ‘The bond 
portfolio was nearly halved, at under £8 millions. The last three accounts, 
those of King & Shaxson and Seccombe Marshall (end-April) and Ryders 
(end-May), all showed higher profits, Ryders’ being almost as sharply up 
as Smith St Aubyn’s. Both Ryders and Seccombe are making bonus issues. 

As ‘Table V shows, the total published resources of the eleven houses at 
their balance sheet dates increased during the year from {34.0 to £34.8 
millions (or from £28.9 to £29.4 millions if adjustment is made for invest- 
ment depreciation of National and Alexanders). ‘The aggregate true re- 
sources of the market have increased more significantly; they may be 
estimated now at around £38 millions, compared with about £36 millions 
last year and £45 millions at their 1954 peak. ‘These latter figures include 
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the twelfth and last member of the market proper, Clive Discount Co. 
This, the youngest member, being formed shortly after the war, is still a 
private company, which is now being merged with Burn & Peace, a small 
firm of running brokers dating from 1919. An incidental effect of this 
merger is to reduce the “ fringe” of the discount market—comprising the 
few small houses that combine bill-broking as such with the running of 
small books, but do not participate in the system of concerted tendering. 
It can be presumed, however, that the fusion has the approval of the 
authorities. 

While all houses have laid particular emphasis on their bill business in 
the last year, the key to the market’s good resistance is, as already indicated, 
on the bond side of its activities. Since the débacle of 1955—-when some 
of the low-coupon stocks then carried in Lombard Street dropped by as 
much as ten points—the discount houses have generally concentrated on 
either the shortest stocks (to minimize the risk of depreciation) or on those 
with the highest coupons (to minimize the risk that the cost of short money 
might rise above the interest yield of the stock it financed). Probably the 
stocks most widely held during the year have been Conversion 4 per cent 
1957-58, Conversion 2 per cent 1958-59 and Conversion 43 per cent 1962. 
The first of these matured last month and was the subject of the conversion 
discussed below. The two latter were a firm and rising market until 
August last when, as Table IV shows, Conversion 2 per cent reached a 
peak of 97423 and Conversion 4} per cent reached 9933. After the two- 


TABLE IV 
MONEY MARKET SHORT BONDS, 1956-58 


Net Prices 











1956 = —1957———- (~———— 1958—_—_—, 
End High Low End High Low June 20 
Conversion 2% 1958-59 .. 94 97 33 94 48 96; 98% 96 #3 98% 
Aug 14 Fan 2 June 13 Fan i 
War Loan 3% 1955-59... 954 97 #8 94} 96 +; 98 # 96 984 
Aug 16 Sept 23 May6 JFan9 
Exchequer 2% 1960 ‘4 912 9548 9128 934 964 93%, 964 
Aug15S Fan4 June 1S Fan8 
Exchequer 3% 1960 .. 944 973 * 93 95} 98} 95% 98 
Aug 16 Sept 23 June 19 Fan 10 
Funding 24° 1956-61 - 902 93% 88 90 % 95 43 90 % 953 
Aug 9 Sept 23 June 19 Fan9 
Conversion 44% 1962 aa 962 99%; 934 95% 99% 9545 992 
Aug 2 Sept 23 May5 Fan8 
Gross Redemption Yields 
1956 7 1957 _- -- —————_ 1958-—_____-, 
End Low High End Low High June 20 
f6@@ 4:64 4644 424242 4£ee@ £24 £2 88 
Conversion 
2°% 1958-59 419 7 #316 5 602 55 3 319 7 5 62 40 5 
War Loan 
3% 1955-59 .. 41410 4 010 605 569 319 3 574 4 311 
Exchequer 
2% 1960 ~~ SOS 390 4 807 §$ OH £¢€ 3 @§& 84 4 3S 
Exchequer 
3% 1960 .. 41911 420 629 5 8 3 4210 58 1 4 4 6 
Funding 
24% 1956-61 .. 419 1 472 66 6 513 9 4311 514 2 4 41 
Conversion 
44% 1962 - S&S § @O@ £04465 5 S533 €932 8 3515 8&8 412 4 
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point rise in Bank rate the falls were heavy, carrying both these stocks to 
a yield basis beyond 6 per cent. By end-1957, when the Big Three dis- 
count houses reported, they had recovered to 96? and 954. ‘This progress 
was maintained, and the houses reporting in March and April were able to 
take into account successively higher bond values. 

While the improvement in bond values obviously benefited all houses 
in some degree, it must be remembered that the smaller houses, as noted 
in this review two years ago, enjoy much greater room for manoeuvre than 
their larger brethren. This is amply borne out by the recent experience 
of King & Shaxson, one of the smallest houses, and Union, the largest. 
The former disclosed that by September it had reduced its bond book “ to 
a lower level than for some years ’’; yet its end-April accounts showed an 
increase on the year. ‘The Union’s experience, as revealed by its manager, 
Mr A. W. Trinder, in evidence before the Bank Rate Tribunal,* was in 
complete contrast. When asked why he had not sold when he thought the 
Bank rate was likely to rise, he replied that the sheer size of his book pre- 
vented him from doing so. “I have to sit tight and do nothing.... The 
market is not big enough for a company like the Union Discount to move 
effectively in one day”. It was then carrying {80-85 millions of bonds, 
compared with £73 millions at end-1956; but by end-1957, after the tide 
had turned in the market, it was down to £58 millions. The same evidence 
disclosed that the Union’s average weekly turnover of bonds in 1956 was 
£31 millions. Allowing for the fact that 1956 was a fairly busy year, this 
figure gives some idea of the réle of the discount houses in the bond market. 

At {257 millions, the aggregate bond portfolios of the eleven houses at 
their various accounting dates were, as Table V shows, some £61 millions 
lower than a year ago, and were almost certainly at their lowest point since 
the war (the lowest recorded post-war total, £241 millions in the accounts 
of 1947-48, related to only nine houses). In view of the present profitability 
of bill business, it is doubtful whether the total bond portfolio now differs 
much from this figure, though favourable conditions for reinvestment may 
have led to some slight increase. 

The authorities, for their part, have lately shown considerable skill in 
their bond operations. After the increase in Bank rate to 7 per cent, the 
first hurdle was the mid-November maturity of £503 millions of 2} per 
cent Serial Funding Stock. ‘To relieve doubts about how this refinancing 
could be handled the authorities took the unusual step of announcing on 
October 12 that there would be no conversion offer, disclosing that all 
but about £100 millions was already in official hands—so that the repay- 
ment involved no undue recourse to the banking system. 

The only “ compulsory”’ operation of 1958 concerned the mid-June 
maturity of the £676 millions of 4 per cent Conversion, a popular stock 
with the discount market, both for its high coupon and its short life. The 
terms offered to holders had therefore to be attractive to the market in some 
respect. In the event a dual offer was made, at end-April, with a choice 
between two stocks—a new “‘short”’, 43 per cent Conversion 1963, or a 











* Quoted in the analysis of evidence before the Tribunal given in The Banker \ast March. 
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medium-dated stock, 5} per cent Conversion 1974. As The Banker recorded 


last month (page 359), conversions into the short totalled £352 millions and 
into the other stock £298 millions, leaving a balance of only £26 millions 
to be met at maturity. The longer stock is, of course, quite outside the 
province of the market, but as 4 per cent Conversion was widely held there 
it is probable that most houses are also holders of the new 4? per cent 


Conversion. 


borrowing money and should be proof against depreciation on any con- 
siderable scale. 

While all houses but two have cut down their commitments in bonds, 
all of them have expanded their bill business. The largest actual expansion 
is shown by Union (by £21.5 millions), but the most remarkable relative 


movement was that of Allen Harvey—by 34 per cent to £43.9 millions. 


At £768 millions at the balance sheet dates the aggregate bill book of the 
eleven houses was some £90 millions higher than a year ago (when it dipped 
to what appeared to be its lowest since 1951-52), and thus was almost 


restored to the level recorded for 1952-53. 


The total bill portfolio at the 


present time is certainly less than this notional balance sheet figure. Nearly 
half the £768 millions is accounted for by the three companies who made 
up their books at the turn of the year, since when there has not only been a 
seasonal decline in the tender issue—down from £3,460 millions at end-1957 
to £3,310 millions by June 21—but competition for bills has been sharply 
intensified. 

Until the latest reduction in Bank rate the clearing banks had been much 
keener to buy bills than lend money at call. ‘This trend, natural at a time 
of falling rates, encountered some resistance: some houses are believed to 
have virtually refused on occasion to sell bills, and to have borrowed at the 
Bank instead. ‘This raises a difficult question. One of the basic functions 
of the discount houses is to supply the banks with bills, and since the mid- 
1930s, as part of the arrangements associated with the market’s concerted 
tender, the clearing banks have abstained from tendering on their own 
account—on the understanding that the, market acted as their sole suppliers. 


The discount houses thus have a special duty to sell bills at the 


rate. 


heavy losses were suffered. 


ce 


going ”’ 


On the other hand, the bargaining power rests with the clearing 
banks, on whose goodwill the market depends; and some banks have been 
tardier than others in reducing their rates for money and bills downwards 
when the trend has been that way. 

For the greater part of the past year trading in bills has been very profit- 
able—-except, of course, immediately after the increase in Bank rate, when 


During August and early September the 


tender rate had crept up from a fairly static level of around 3{ per cent to 
4} per cent, and on the morrow of the 7 per cent Bank rate the market 
tendered at £98 7s or approximately 63 per cent. ‘This was a much higher 
rate than outside quarters had anticipated, but it ensured for the market a 


wide running margin on new business. 


The clearing banks, moreover, 


did not raise their buying rates quite so sharply, conceding 63 per cent 
on bills bought previously—but this still entailed a loss of over two points. 
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It provides a good margin over the present average cost of 





Assuming the average usance of portfolios to be around 60 days, a loss of 
this order would be about {2-24 millions for the market as a whole. Most 
houses were probably showing a profit on bill business after about a month, 
when the profits on new bills outweighed the losses on old. 

The bill rate held around the peak for nine weeks; even by the year-end 
it was still as high as 62 per cent. But it had reached, and even dipped 
below, 6 per cent four weeks before the first cut in Bank rate, to 6 per cent 
on March 20. Thereupon it fell by less than ;4, to 5 per cent, leaving 
the market with room for manoeuvre in face of intense competition—which 
then carried the rate down in almost every week until the second Bank 
rate cut, to 54 per cent on May 22. The only reverse move occurred on 
May 9, when the labour troubles loomed large and the market unexpectedly 
cut its agreed tender price by 1s—and secured at that price only 20 per 


























TABLE V 
LONDON DISCOUNT HOUSES—-COMBINED BALANCE SHEET, 1952-58* 
(£ mns) 
1952-53 1953-54 1954-55 1955-56 1956-57 1957-58 
Ten Companies Eleven Companies* 
Published Capital Resourcest 30.6 Re 32.9 33.6¢  34.0f 34.8 
Bills .. bs - i. 682.9 706.8 731.7 678.3 768 .3 
Bonds as i . ae 368 . 4 367 .4 320.6 318.7 257.0 
Total Portfolio ad .. 1052. 1051.3 1074.2 1052.3 997.0 1025.4 


7 
Re-discounts. . ‘a - 60.0 76.0 101.3 96 .0 78.2 108.6 
Loans and Deposits. . .. 1034.4 1047.4 1071.8 1042.1 991.7 1027.9 


* Comprising accounts of all members of the Discount Houses’ Association except (1) in 
the three latest periods, Clive Discount Co, no accounts for which are published; (2) in 
earlier periods, that company and also Seccombe, Marshall & Campion Ltd, which remained 
a private company until 1956. Balance sheet dates for the eleven companies, as shown in 
Table II, range from December 31 to the following May 31 (except in the first t wo periods, 
when the earliest date was September 30). 


+t ‘‘ Uncovered ”’ depreciation shown at the date of their accounts by five houses in 1955-56 
and two in 1956-57 and 1957-58 totalled £6.9 millions, £5.1 millions and £5.4 millions 
respectively. If the capital resources as published were abated by this amount, the aggregate 
for the eleven houses would be £26.7 millions, £28.9 millions and £29.4 millions respectively. 


cent. It must be remembered, however, that under the more flexible 
tendering arrangements introduced at the end of 1956 (described in last 
year’s article), the low percentages recorded on such occasions usually do 
not indicate the true take-up. It can be calculated that a house that takes 
full advantage of this flexibility would secure somewhat over 30 per cent of 
its total applications when 20 per cent is awarded at the agreed tender price. 

The two further reductions in Bank rate had likewise been liberally 
anticipated by bill rates, but both provoked a considerable further fall at 
once—by 3 per cent on May 23 and 4 per cent on June 20, to under 4 per 
cent. ‘he market’s running margin has thus been tending to narrow. ‘The 
minimum charge for clearing bank money is now 3} per cent; and during 
the four weeks of the 54 per cent Bank rate, when the minimum charge was 
3} per cent, the clearing banks were probably obtaining 4}-2 per cent on 
their variable money, amounting to rather more than half the total. As 
these rates indicate, day-to-day dealing in money has been difficult; the 
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market has rarely been out of the Bank for more than a few days at a stretch. 
In this context it deserves to be recorded that short bills have been sent 
into the Bank for discount for the first time since 1931 (when a raising of 
the minimum average currency from 21 to 28 days checked this formerly 
general practice, in spite of the fact that loans then cost $ per cent over 
Bank rate). Soon after Bank rate came down to 6 per cent, while bills 
bought previously showed a profit when re-discounted at Bank rate, one 
house twice went to the Bank on discounts instead of loans; the rule applied 
was a minimum of 15 days for any one bill and a 21-day minimum average 
on the parcel. 

There has been a considerable increase in business in commercial bills— 
partly in consequence of the abnormalities of the period. ‘The new statistics 
of outstanding acceptances granted by banks in the United Kingdom for 
account of overseas residents* showed a rise to a peak of £184 millions by 
mid-1957, compared with a quarterly average of {£113 millions in 1956. 
Part of this expansion reflected a considerable utilization of London credits 
in respect of trade between parties outside the sterling area. ‘The Japanese 
and Germans were both active in this field and gained considerable exchange 
advantage, to the detriment of the sterling area’s reserves. Such “ third- 
country ”’ trade financing, and also the granting of “ refinance ”’ credits, were 
prohibited in September; acceptances outstanding totalled £161 millions at 
end-September and further declined to £140 millions by end-March. It 
may be noted, too, that the intensity of the credit squeeze has revived the 
interest of borrowers in the trade bill, creating considerable scope for dis- 
criminating bill-dealing—though not all market houses participate in such 
business. ‘The total of bank and trade bills discounted annually in the 
market may now be put at around {700 millions, equivalent to some £175 
millions in portfolio or under re-discount at any one time. 

Now that the market has come thus reassuringly through this nine-month 
cycle of abnormally dear money, its chances of further repairing the damage 
of the past three years seem good. But if the market is to play its full part 
as a shock absorber in the bond sphere, it is vital—for some houses in 
particular—that this consolidation should be given precedence over the 
attractions of short-run profits. F 

* Further details of these statistics are given on pages 421 and 474. 
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Italy’s Oil Hopes 
By ALDO CASSUTO 


CONOMIC issues did not figure large in the recent Italian general 

election; other and less clear-cut influences have affected the results, 

and the French political crisis which broke at the closing stages of 

the campaign seems to have induced many voters to play safe and 
vote for the Christian Democrats as the party most likely to secure an 
absolute majority. However, no such majority has been won by this party, 
or any other, in either House of Parliament; and the new government, 
presumably again headed by the Christian Democrats, will consequently 
be dependent on the votes of minor political groups. ‘The next few weeks 
will show whether and up to what point the Communist-Socialist Left will 
be able to bring its influence to bear on the general policy of the Govern- 
ment. Another element of uncertainty is provided by the growing authority 
exerted on the Government’s day-to-day counsels by the President of the 
Republic. None the less, many signs—including the recent State visit of 
Signor Gronchi to Britain—suggest that no change is considered likely in 
the Italian attitude to the Atlantic Alliance; and this is a sufhciently firm 
political assumption on which to base an assessment of Italy’s major 
economic problems. 

The stability of the lira during the last eleven years has been based on 
solid foundations, such as the balancing of external payments and the 
simultaneous increase of both employment and productivity. Acute post- 
war inflation was successfully halted in 1947. Bank credit is still restricted 
and the cost of borrowing is high. Last month’s cut from 4 to 34 per cent 
in Italy’s Bank rate, the first change for eight years, marked a recognition 
of the slackening in the world economy. In Italy, modest symptoms of 
recession have been apparent in building and in the steel industry. 

The indisputable advance in the standard of living has not been secured 
at the expense of inflation, but has derived from the mobilization of Italy’s 
under-employed resources. Investment has increased, financed by both 
domestic and foreign capital. ‘The patches of extreme poverty have been 
reduced throughout the country, and wage rates and salaried incomes have 
gone up by more than the modest rise in the cost of living. 

More than one-third of the area of the Italian Republic may be classified 
as underdeveloped; and since the war assistance in the form of grants, 
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loans, materials, technicians, and know-how has grown to large proportions. 
In recent years loans from the World Bank and large Government invest- 
ments in public works have been devoted to reclaiming large unproductive 
areas, and to-day extensive irrigation and afforestation have permitted an 
upgrading of the crops of southern districts such as the plain of Catania 
in Sicily and the Sile plateau in the toe of the peninsula. Malaria, which 
for many generations had enfeebled the population of Sardinia, has now 
been eradicated and large-scale irrigation works and water-power schemes 
are under way. Deposits of potash reported to be the richest in Europe 
have been discovered in Sicily; and here Italy has seen its first successful 
commercial exploitation of oil. 

Oil is Italy’s big economic hope. It is also a contentious issue of politics, 
both on the national plane and in the international arena, where the inde- 
pendent and unorthodox activities of Signor Enrico Mattei, head of the 
State company ENI, have caused embarrassment to the big international 
companies. 

Italy’s preoccupation with oil is easily explained. ‘The country’s require- 
ments of fuel and power have more than doubled in the last twenty years, 
and they are now reaching the level of about 50 million tons of coal equiva- 
lent. Supplies from home resources do not exceed one-half of these 
needs, and the rate of growth of capacity from hydro-electric power has 
slowed down after seventy years of steady expansion, as the most suitable 
mountain sites are already utilized. Oil imports have gone up sixfold since 
the war, though one-half of the imports are re-exported as refined products. 
The value of these refinery exports (largely black oils) amounted in 1957 
to more than £60 millions, reducing the net import bill for petroleum to 
just above £100 millions. Imports of coal have remained at the pre-war 
level, of around 11 million tons a year, though lately these imports have 
shown a tendency to decrease. ‘Total imports of fuel account for one-half 
of Italy’s total deficit in external trade. Hence the quest for domestic 
sources of power. 

At the same time, Italy has lost no time in preparing for the use of 
nuclear power. The construction of a 150-megawatt power station will 
begin next month on the chosen sitesnear Rome by the experts of a UK 
consortium, the Nuclear Power Plant Company, under contract by AGIP 
Nucleare, a company of the ENI group. This advanced Calder Hall-type 
power station (gas-cooled and graphite moderated) will be the first nuclear 
power station built on the continent of Europe, and is part of a national 
fuel and power programme involving an investment of £200-250 millions 
a year for the next five years. The Italian nuclear programme (5,000 
megawatts by 1965), though based on fairly recent plans, is already one of 
the most ambitious in Europe and is being carried out within the wide 
planning of Euratom, but with independent means. 

The most important contribution made so far to Italy’s scanty home 
resources of fuel and power has come from deposits of natural gas in the 
Po valley. Production is now exceeding 5,000 million cubic metres a 
year, the calorific equivalent of over 6 million tons of coal; but the rate of 


460 








~~ 


{Py CP @ Cp 


\¥ “ee _ — © 


mee 


ee ee LE | Le 


oe ee fe 


{¥ 


Ly 


YS 


growth (25-30 per cent a year) has suddenly declined and the laying of new 
pipelines has been stopped. ‘This seems to be explained by the premature 
exhaustion of developed gasfields and by inadequate “ wildcatting ’’. 
The production of another field in the province of Ravenna, perhaps the 
richest gasfield in Italy, is entirely devoted to the manufacture of fertilizers 
and synthetic rubber; no gas from this area is available for the needs of 
industry in general. Polyvinyl chloride, the main ingredient for plastic 
materials, is also produced in Ravenna and exported to Germany under an 
agreement with a German firm. 

The whole project is supervised by the State-controlled holding company 
ENI, which controls a large number of industrial and commercial concerns 
in Italy. ‘This company has the monopoly for the development of oil and 
natural gas in the Po valley—but not in other areas, such as Sicily, where 
it has to compete with other Italian prospectors and with some of the great 
international companies. ‘The Ravenna project is criticized as using too 
much capital to employ too few people, thus depriving secondary industries 
and agriculture of cheap home-produced fuel and delaying the solution of 
the most persistent present-day problem, unemployment. Great hopes 
have been placed upon the development of oil deposits, which in many parts 
of the world are associated with the presence of gas. But oil prospecting 
in the Po valley has given negligible results. The critics of the State- 
owned ENI point to the success achieved by private enterprise in Sicily, 
where the number of wells brought into production has increased much 
faster than in the northern provinces. 

The proved oil reserves in the Gulf Company’s concessions in Sicily are 
estimated at 20 million tons, and this assessment is likely to increase as the 
months go by; the Gela deposits, also in Sicily, developed by AGIP 
Mineraria (of the ENI group), are claimed to be of substantial size, though 
no assessment of reserves has been published. On the whole, however, the 
oil experts both of the Government and of private enterprise seem to agree 
that there are no prospects in the foreseeable future of increasing the pro- 
duction of hydrocarbon fuel (oil and natural gas) at a rate fast enough to 
meet the progressive increase in the forecast requirements. The only 
short-term alternative is to augment oil imports; it is this that has inspired 
Signor Mattei’s activities in the Middle East and North Africa during the 
last two years. 

Signor Mattei’s dealings with political leaders in the Middle East have 
been followed with some apprehension in oil circles throughout the world. 
Meanwhile, some valuable work has been carried out by his young engineers 
under difficult conditions in the Sinai peninsula, and supplies of Egyptian 
crude began to arrive in Italy last January, with shipments totalling 100,000 
tons. Whether this new source of supply will be maintained or can be 
increased to cover a substantial part of Italian home requirements depends 
on whether the flow of Sinai oil will be raised to cover more than Egypt’s 
own requirements which, as is acknowledged by Signor Mattei himself, 
have full priority. But what would happen if Egypt’s own requirements 
were to grow more rapidly than her output ? 
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The barbed entanglements of Middle Eastern oil politics have not deterred 
Signor Mattei from entering into definite agreements also with the Iranian 
Government, for oil prospecting and development in some coastal and 
inland unprospected districts in Southern Iran (outside the concession area 
of the international consortium) as well as in some offshore areas. The 
conditions accepted by Signor Mattei marked a striking departure from 
those ruling in the rest of the Middle East. Exploration expenses are to 
be charged entirely to the Italian partners in their equal association with 
the Iranian National Oil Company; on the other hand, ENI will pay no 
initial bonus or “‘ dead rent’ in the phase before oil is discovered. The 
joint company will pay 50 per cent of profits to the Iranian Government; 
the remaining 50 per cent will be shared equally between ENI and the 
Iranian shareholding company. It seems that expenses incurred in pros- 
pecting and drilling dry holes (or commercially unremunerative wells) will 
not be credited to the Italian company. ‘The company undertakes to invest 
at least $22 millions in oil prospecting during the next twelve years. 
However, it has been admitted by ENI’s spokesmen that men and materials 
from other companies belonging to the same group will be “ loaned ’”’ to 
the Iran undertaking; face-saving accountancy devices may mask a much 
greater capital risk than is budgeted for in the actual contracts. 

Even if all these cumulative liabilities could be offset by an early oil 
strike, the uncertainty of political conditions in the Middle East would 
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continue to cloud the venture with a big element of risk.* The established 
international oil companies limit their risks in the Middle East by producing 
in other areas, and have accumulated big profits from past operations in the 
danger area. Signor Mattei’s underwriters in his Middle Eastern ventures 
are only the Italian taxpayer and the Italian consumer of ENI’s main 
monopoly product, natural gas. This is a good security for financial com- 
mitments entered upon, but not a guarantee of success of an exercise in 
international investment, as the resilience which is intrinsically the mark of 
competitive private initiative may fade away under the pressure of Parlia- 
mentary control and party politics. Nor is the tenuous stake in Middle 
East crude a firm base for Signor Mattei’s ambitions to build up a 
‘vertical empire ”’ in oil, from production to refining and distribution. 

There are, however, some silver linings to the clouds on which Signor 
Matte enjoys walking. Nearly twelve years of experience in oil and gas 
prospecting in Italy and abroad have produced a host of young and efficient 
mining engineers who have been praised for their hard work and efficiency 
by the tough American oil prospectors who have seen them at the drill in 
the desert districts of the United States. ‘The experience abroad of these 
new men will certainly be useful on Italian territory. Signor Mattei has 
also been able to include in his staff some of the best technologists and 
organizers in the Italian industry, capturing them from his less generous 
competitors by offering salaries well above the market levels. This may 
help to produce a greater number of much-needed scientists and techno- 
logists in the Italian universities, rather than so many graduates in law or 
letters or philosophy. ‘This would be a radical change in Italian education 
habits which in turn may bring about an unobtrusive but immensely useful 
economic revolution. 

Signor Mattei likes to be called a condottiero, a tag that in different sur- 
roundings reminds one of the English “ privateer”’. But no sixteenth 
century aura of romance can stand up now to the realities of hard finance 
and to the tremendous implications of applied science and of modern 
technology. In the presence of big industrial competitors who are them- 
selves scared of the nationalization bogy for their own flourishing concerns, 
Signor Mattei has succeeded in fashioning to his own image and entirely 
under his personal leadership an outsize State-owned or State-controlled 
agency with a rapidly growing string of firms worth, in some proud assess- 
ments by his spokesmen, some £600 millions. Meanwhile, the first British 
nuclear power station to be sold internationally has found a market in 
Signor Mattei’s Italian realm; observers in Italy interpet the choice of 
Britain as supplier as a guid pro quo in some form for the irritation caused 
in oil circles by the undercutting deals in the Middle East. In this round- 
about way, ENI may ultimately strike, for the benefit of the Italian economy, 
a better bargain than by jumping the queue of the wooers of Sheikhs 
and Shahs. 


* It should be noted, however, that opinion in the inte ternational oil « companics has now 
swung to the view that, on balance, Signor Mattei’s terms of operation may be no more 
unfavourable than their own. Plainly, they do not, as was at first rumoured, mark a straight 
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per cent split of profits in contrast with the prevalent 50-50 split.—eEpDITOR. 
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AMERICAN REVIEW 








EWS that industrial production, 

as measured by the Federal Re- 

serve Board’s seasonally adjust- 
ed index, registered a small rise in 
May has encouraged hopes that the 
American recession has now “ bot- 
tomed out’’. ‘The rise—the first for 
eight months—was attributable largely 
to higher activity in the steel and auto- 
mobile industries. ‘The recent spurt in 
steel output probably owed much to 
purchases in anticipation of the rise in 
steel prices expected on July 1, and 
there is thus no certainty that it will be 
sustained in coming months. But the 
general view of businessmen, which is 
supported by the latest figures of em- 
ployment and income and of retail 
sales, is that the recession has now 
halted. ‘This confidence has found 
expression on Wall Street, where in the 
first half of June the Dow Jones 
index of industrial stocks rose 16 points 
to 479, a new high for the year, though 
this has been followed by a relapse. 


Truculently Un-Keynesian 


If the recession has, indeed, now 
spent itself, the Administration may 
legitimately claim that its policy of 
letting nature take its course has been 
vindicated. Unless the economy quickly 
demonstrates its natural resilience, how- 
ever, strong remedial action by the 
Government may yet be necessary. As 
each month goes by, the average dura- 
tion of unemployment grows, and 
more men lose their unemployment 
benefits. ‘There is thus a danger of a 
check to the big rise in social security 
payments, which has played a large 
part in recent months in sustaining 
consumer spending. 

Throughout _ the 


recession __ the 


Treasury’s attitude has been almost 
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truculently un-Keynesian. At the end 
of May, President Eisenhower finally 
dashed the hopes of those who saw the 
key to recovery in a general tax cut. 
At the same time the Treasury em- 
barked on a new funding drive, 
announcing the issue of $1 billion of 
34 per cent 27-year bonds at 1008. 
This issue, which followed a funding 
offer of $1.7 billions in February, has 
started a lively controversy. In support 
of its action the Treasury can cite a 
recent report of the twelve Federal 
Reserve Bank presidents, which con- 
cluded that debt management was not 
a suitable counter-cyclical weapon. But 
this does not fully answer the arguments 
of the critics that it was undesirable at 
this stage to put additional pressure on 
the bond market and so prevent the 
sharp drop in discount rates from 
exerting its full effect on longer-term 
borrowing rates. ‘The ‘Treasury bill 
rate last month turned upward, but 
remained under 1 per cent. 

The ‘Treasury’s motive in making 
its funding issue was, of course, its 
anxiety about future inflation. It felt 
unable to resist such a favourable oppor- 
tunity for lengthening the life of its 
debt. ‘This anxiety also explains the 
Treasury’s opposition to a general tax 
cut at a time when it already faces a 
budget deficit of some $8-10 billions 
in the new financial year. ‘Time alone 
will tell whether it has struck the right 
balance between present and future 
considerations. 

Meanwhile, it is encouraging to learn 
that a private body, the Committee for 
Economic Development, has set up 
(with a grant of $500,000 from the 
Ford Foundation) its own ‘“ Radcliffe 
Committee ’’ to “‘ initiate studies into 
the United States monetary and finan- 
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cial system’’. The committee, to be 
known as the National Commission on 
Money and Credit, is composed of 25 
leading figures from business, finance, 
education, labour and agriculture and 
is headed by Mr Frazar B. Wilde, 
president of the Connecticut General 
Life Insurance. 

A proposal for an official investigation 
of this kind was made by President 
Eisenhower in his State of the Union 
Message of January, 1957, but Congress 
could not agree on its establishment. 
The new Commission has very wide 
terms of reference. Among other 
things it will examine “the size, 


management and composition of public 
and private debt’’, “ the relation be- 
tween monetary and budget policies ”’ 
and ‘the standards by which the 
Federal Reserve System determines the 
use and effectiveness of monetary 
instruments ”’. 

This will be the first comprehensive 
inquiry into the American monetary 
system since the Aldrich Commission 
of 1908-11 (which led to the creation 
of the Federal Reserve System). The 
present controversy Over monetary 
policy in the United States underlines 
the need for a new intensive examina- 
tion of the whole field. 


American Economic Indicators 
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1957 1958 





1955 1956 1957 





Dec Mar May 
Production and Business: 


*Industrial production (1947-49=100) 139 143 143 135 128 126 127 


*Gross private investment (billion $).. 60.6 65.9 64.4 61.3 51.8 — — 

*New plant and equipment (billion $) 28.7 35.1 37.0 36.2 32.4 — 31.4 

*Construction (billion $) 44.6 46.1 47.3 48.6 48.6 47.5 47.3 
Housing starts (000 units) 110.7 93.2 86.8 63.4 79.0 95.0 105.0 


*Business sales (billion $) at | . wees 54.8 56.3 54.5 51.3 52.0 


*Business stocks (billion $) .. 81.7 89.1 90.7 90.7 88.5 87.7 
Merchandise exports (million $) 1,296 1,591 1,734 1,639 1,557 1,531 
Merchandise imports (million $)_ .. 949 1,051 1,082 1,141 1,109 — 

Employment and Wages: 

*Non-farm employment (million) .. 50.1 51.9 34:9 San 50.7 50.6 50.7 
Unemployment (000s) 2,904 2,822 2,936 3,374 5,198 5,120 4,904 
Unemployment as %% labour force .. 4.4 4.2 4.3 5.0 y PF Fou 7.1 
Hourly earnings (mfg) (S$) .. .. 1.88 1.98 2.07 2.10 yaw?) ee) 
Weekly earnings (mfg) ($) 76.52 79.99 82.39 82.74 81.45 80.81 81.24 


Prices: 


High 418 442 442 391 396 391 403 


Moody commodity (1931 = 100) Low 390 40? 387 


Farm products (1947-49 = 100) 89.6 88.4 90.9 92.6 100.5 97.7 98.4 
Industrial (1947-49=100) .. ». 117.0 112.2 125.6 126.1 125.7 125.5 125.3 
Consumers’ index (1947-49=100) .. 114.5 116.2 120.2 121.6 123.3 123.5 — 
Credit and Finance: 
Bank loans (billion $) 7” $2.6 90.3 94.3 94.3 93.0 93.5 — 
Bank investments (billion $) 78.3 74.8 75.6 75.6 78.4 82.1 — 
Bank loans (partial) (billion $) 26.7 31.3 iy Ge © 31.0 30.2 29.8 
Consumer credit (billion $).. 38.7 42.0 44.8 44.8 42.6 42.7 — 
Treasury bill rate (%) 1.75 2.66 3.44 3.40 1.325 21.33 165 
US Govt Bonds rate (%) . 2.84 3.08 3.47 3.30 co Ge & > Be eT 
Money supply (billion $)  .. .. 216.6 222.0 227.7 227.7 224.5 228.4 — 
Federal cash budget (+ or-—)(mill $) -—740 -++-5,524 + 1,193 -4,435 + 3,993 ~~ ~ 
NotTes.—Starred items are seasonally credit show amounts outstanding at the end 


of the period. Moody’s commodity index 
shows high and low 1955-57, and end- 
month levels. Weekly bank loans are derived 
from partial returns only. Budget figures 
are cash totals. Quarterly figures are 
throughout shown in the middle month of 
the quarter. 
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Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 
1955-57 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1955-57. Business sales and stocks, 
money supply, bank loans and consumer 


adjusted. 











with the East 


From Cyprus and the Lebanon to Japan, 
THE CHARTERED BANK 
and its wholly-owned subsidiary, The Eastern 
Bank Limited, link East and West through a 
system of one hundred branches extending to most 
| | centres of commercial importance in the Middle East, | 
South and South-East Asia and the Far East. 
Those branches provide complete and up-to-date 
banking services, sustained by wide knowledge and 
long experience of Eastern trade, finance and 
industry. In particular an effective credit 
information service and skilled assistance 
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and manufacturers seeking new 
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Asian markets. 






THE 
CHARTERED BANK 


(Incorporated by Royal Charter 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 


Head Office: 2 and 3 Crosby Square, London, E.C.3 
466 


INTERNATIONAL 
REVIEW 





ARGENTINA 


Ban on Imports—The Government’s 
decision at the beginning of May to 
impose a ban on all new import trans- 
actions while it re-assessed the state of 
the balance of payments in the light of 
existing resources and commitments has 
caused considerable concern to the 
business community. It is feared that 
it may tend to undermine confidence in 
the stability of trading conditions in the 
Argentine market and thereby give rise 
to greater difficulties in arranging finance 
abroad for trading operations. 


AUSTRALIA 
Exports Down 15°,,—Trade figures for 
the first ten months of the financial year 
to June 30, 1958, show that exports, at 


{A701 millions, were {A120 millions 
lower than in the comparable period of 
1956-57, while imports had risen to 
{A662 millions. 


Easing Bank Liquidity—The central 
bank released a further {A115 millions 
from the special accounts of the trading 
banks in the second half of May. 
Altogether a total of £A50 millions of 
these frozen funds has been made 
available to the banking system since the 
beginning of 1958, reducing special 
account balances to £A290 millions. 


BELGIUM 
Bank Rate Cut—The bank rate was 
reduced by a further } per cent to 4 per 
cent in the first week of June, following 
a similar reduction in mid-March. 


BRAZIL 


IMF Concedes Credit—The Inter- 
national Monetary Fund has agreed to 
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establish a stand-by credit of $37.5 mil- 
lions in favour of Brazil. In return for 
these facilities, which were granted only 
after long deliberation by the Fund 
(Brazil already having received an ad- 
vance equal to one half of its quota), 
Brazil has undertaken to initiate a series 
of reforms aimed at putting the economy 
on a stable basis. However, the com- 
mitment apparently does not entail any 
overhaul of the country’s exchange rate 
system. It is hoped that besides the 
Fund’s stand-by credit, Brazil will be 
able to obtain credit lines from American 
private banks. 

Narrowing the Free Market—The 
authorities have succeeded in arresting, 
temporarily at least, the steep decline in 
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the value of the free cruzeiro. They 
have achieved this by decreeing that 
remittances of foreign capital and profits 
shall be made through the Bank of 
Brazil at a special exchange rate rather 
than from exchange bought in the free 
market, as formerly. 


CANADA 


Big Budget Deficit—The Prime Minis- 
ter, Mr. Diefenbaker, has given his 
pledge that the Government will continue 
to combat unemployment with com- 
prehensive action regardless of the effect 
on the Budget. He has called upon 
business and industry to unite in 
creating “‘a new era of expansion ”’, 
pointing out that the vitality of the 
Canadian economic system depends 
more upon the actions of the business 
community than upon those of the 
Government. In his first budget, Mr 
Donald Fleming introduced the largest 
programme of public financing in Canada 
since the war, involving a nominal 
budget deficit of $648 millions, even 
after crediting a special windfall of 
$165 millions. 


$ Premium Rises—The sharp con- 
traction in the premium of the Canadian 
dollar over the American dollar that 
began in the closing months of last year 
has been reversed during the first half 
of 1958. Early in June the premium 
reached 4 per cent, compared with a low 
point of a littke under 1 per cent in 
January; it was still below the 1957 
peak of 6 per cent. The change of trend 
has been attributed in part to heavy 
borrowing by Canadian organizations 
in the New York market for financing 
public works, and in part to the recent 
striking improvement in the country’s 
payments balance on current account. 
During the first quarter of 1958 the 
shortfall of exports against imports was 
$100 millions, compared with $240 
millions a year earlier. 


UK Trade Mission—Sir William 
Rootes, who led the British Dollar 
Exports ‘Trade Mission that visited 
Canada in May, has expressed the view 
that conditions for expanding British 
exports to Canada could not be more 
favourable than at present notwith- 
standing the business recession and keen 
American competition. ‘The mission is 
to make a detailed report after its return 
to the United Kingdom. 





CENTRAL AFRICAN 
FEDERATION 


Joint Dollar Loan—The Federation 
has arranged to borrow $25 millions 
from the New York market and the 
World Bank in a joint transaction. This 
consists of a public offering of $6 mil- 
lions of 5% per cent bonds, 1973, to an 
investment banking group headed by 
Dillon, Read and Co, and a loan of 
$19 millions from the World Bank, for 
a term of 18 years and bearing interest 
at 53 per cent. The funds will be used 
for general development and for con- 
tinuing modernization of the railways. 


CEYLON 


“No Nationalization’? Pledge—A 
policy statement aimed at encouraging 
foreign capital to come to the country 
asserts that the Government will not 
consider nationalizing any new private 
foreign investment during the next 
ten years. 


CHILE 


$25 mns US Loans—The United States 
Government had granted loans to Chile 
valued at $25 millions for furthering 
economic development. An attempt is 
being made to discourage imports by 
stepping up the prior deposits that 
traders must make before being granted 
import licences. 


COLOMBIA 


Aid to Clear Arrears—It has been 
stated that US Government agencies 


,and private American banking institu- 


tions have agreed to make available total 
credits to the value of $100 millions to 
“Colombia to enable the country to deaf 
with arrears of commercial payments due 
to American exporters. 


COMMON MARKET 


Investment Bank’s Capital—The 
collection of the first $50 millions of the 
capital of the European Investment Bank 
set up by the six common market 
countries to channel capital into back- 
ward areas is stated to have been com- 
pleted. The bank will have a total 
capital of some $1,000 millions, France 
and Western Germany providing $300 
millions each,: Italy $240 millions, 
Belgium $87 millions, the Netherlands 
$71 millions and Luxembourg $2 mil- 
lions. Three-quarters of these sums will 
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be subscribed in the local currencies of 
the member countries. ‘The balance is 
payable in gold and convertible curren- 
cies in five equal instalments spread over 
a period of two and a half years; it is 
the first of these instalments that has been 
collected. ‘The bank is said to have 
received a large number of applications 
for loans, none of which, however, 
has yet been examined. 


Proposal on FTA—The committee of 
experts of the six countries has pre- 
pared a provisional memorandum on 
the common approach to the proposed 
free trade area. It is believed to suggest 
that an “ outline treaty ”’ for all the free 
trade area should come into force at the 
beginning of 1959, allowing the first 
concessions in tariffs and quotas within 
the common market to be extended to 
the wider area. 


DENMARK 


A Freer Krone—'The central bank has 
announced its intention to re-group 
commercial Danish krone accounts to 
simplify the arrangements governing the 
use of such accounts by foreigners. The 
broad effect is to give greater transfer- 
ability to balances of Danish kronen 
owned abroad. 


FINLAND 
Soviet Loan—The Russian authorities 
have agreed in principle to grant Finland 
a loan of 400-500 million roubles to 


assist the expansion of the Finnish 
economy and help to curb_ un- 
employment. 

FRANCE 
M. Pinay’s Policy—M. Pinay, the 


Finance Minister in the new government 
formed by General de Gaulle, has 
stated that it is his intention to show 
moderation in all things. Government 
intervention in the economic field should 
be used, he has declared, like traffic 
lights—to facilitate development and 
not to prevent it. Prices would have to 
be stabilized but a general freeze of 
prices was not desirable. In the foreign 
trade field it was essential that maximum 
free play should be given to economic 
forces, since it was fruitless to confine 
action to trying to sell more abroad 
and buy less there. Certain temporary 
measures might, however, be needed to 
halt the drain on the reserves. The 
Minister has expressed the view that 


unless a very great effort were achieved 
before the end of the year, France would 
not be in a position to fulfil completely 
her obligations under the Rome Treaty 
on January 1, 1959. 

Big EPU Deficit—The deterioration in 
external payments continues. In May 
the deficit with the European Payments 
Union reached $77 millions, the largest 
recorded since the 1957 devaluation. 


GERMANY 
Surplus Widens—The country’s 
external trade continues to show a 


large surplus. This reached the equiva- 
lent of £128 millions during the first 
four months of 1958, double the figure 
for the corresponding period of 1957. 
Exports showed an increase of 4 per 
cent on an annual comparison, while 
imports were down by 1 per cent. Official 
forecasts of a halt and possible partial 
reversal of the upward movement in 
exports have yet to be fulfilled, the 
April total having been considerably 
beyond that for a year earlier. 


Reserves Accretion Rises—'The 
accretion in the reserves has accelerated 
sharply in recent weeks, to the highest 
levels since last summer. ‘The weakness 
of the dollar and the political crisis in 
France have both played a notable part 
in this movement. The surplus with the 
European Payments Union in May 
rose to $70 millions. 


Support Costs Agreement—For the 
next three years, Germany is to pay 
£12 millions a year towards the support 
costs of the British forces in Germany. 
The estimated cost in the British budget 
was £47 millions for 1958-59, leaving 
Britain to find £35 millions. In addition, 
the German Government has also agreed 
to make a deposit of £50 millions in 
London, free of interest, for purchases 
of arms. Also, it will repay now three 
instalments of its postwar loan from 
Britain, involving £224 millions, from 
the account already established at the 
Bank of England. Negotiations are to 
take place for reducing the interest on 
the whole advance deposit of £75 mil- 
lions, which was made during last year’s 
exchange crisis. 

New Loan to World Bank—The 
Bundesbank has granted the World Bank 
a new short-term loan, of $75 millions, 
bearing interest at 2} per cent and 
repayable in three annual instalments. 
In addition, $40 millions of World Bank 
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bonds falling due have been renewed. 
This brings the total new money lent to 
the World Bank by Germany in the past 
year to $250 millions. 


ICELAND 


Fish Subsidy Up—The Government’s 
Economies Bill, which has the effect of 
increasing taxes on a wide range of 
goods while at the same time increasing 
subsidies on other items, has_ been 
approved by Parliament. The new 
arrangements allow an appreciable in- 
crease in subsidies on exports of fish. 


INDIA 


Sterling Drawings Quicken— 
India’s payments difficulties have been 
accentuated in recent months by the fall 
in prices and receipts of exports of 
primary products. In consequence, the 
rate of drawings on reserves, which had 
been abating in the closing months of 
1957, has recently tended to rise. Sterl- 
ing balances are down to £177 millions. 
Tle Indian authorities have been in- 
vestigating the possibility of new reme- 
dial measures, including the complete 





suspension of all commercial imports for 
a time, and a new appeal to the United 
States for aid. Recently agreements 
have been signed for loans totalling $225 
millions, including $150 millions from 
the Export-Import Bank. 


Tax Agreements—A delegation 
headed by the Revenue Secretary has 
been visiting West Germany, Switzer- 
land and Sweden to finalize arrangements 
for double taxation agreements with 
these countries. 


IRISH REPUBLIC 


Bank Rate Cut—lIn accordance with 
the customary practice of maintaining a 
broad harmony between interest rates in 
the republic and those prevailing in the 
United Kingdom, the Irish authorities 
followed up the May reduction in the 
British Bank rate with a cut in their own 
rate of 4 per cent to 5 per cent at the end 
of the month. 


ITALY 


Bank Rate Cut—The bank rate was 
reduced from 4 to 34 per cent in the 
first week of June. ‘This marked the 
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first change in the rate since 1950, and 
the lowest rate since the end of the war. 
The reduction has been made partly in 
recognition of the continued strength of 
the country’s external payments—the 
reserves increased by almost $80 mil- 
lions in the first quarter of the year— 
and partly because of the recent ten- 
dency for business activity to slacken. 
But the President of the Bank of Italy 
has expressed the view that Italy is in 
no danger of suffering a serious economic 
setback. 


MALAYA AND 
SINGAPORE 


Central Bank in 1959?—The Deputy 
Prime Minister of Malaya, Mr Razak, 
has announced that legislation for the 
establishment of a central bank for 
Malaya is being drafted and should be 
completed in time to permit the pro- 
posed new institution to start work 
next year. ‘The bank would have powers 
of note issue, but it was intended to 
leave these in abeyance for a period, 
during which the country would con- 
tinue to use the services of the Malayan 
Currency Board. It has been stated 
that the Singapore Government has 
been advised that the territory is too small 
to have a central bank of its own. 


NETHERLANDS 


Further Bank Rate Cut—The Nether- 
lands Bank reduced its discount rate by 
a further 4 per cent last month, to 
3$ per cent. ‘This marked the third 
reduction this year, from the peak of 
5 per cent established during the 
exchange crisis last summer. 


NEW ZEALAND 


Britain’s Butter—After prolonged talks 
with the New Zealand delegation that 
visited London in May to enlist UK 
assistance in dealing with the Dom- 
inion’s payments crisis, the British 
authorities announced their intention to 
impose countervailing duties against 
butter ‘“‘ dumped ”’ (sold below home 
prices) in the United Kingdom by 
Sweden, Finland and Eire, unless these 
countries agree either to eliminate dump- 
ing practices or keep their exports to 
Britain within agreed limits. The 
President of the UK Board of Trade has 
estimated that the effect of this step 
over a year would be to reduce supplies 
reaching the British market from these 
countries by 40,000 tons, and _ has 
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expressed the view that a reduction of 
this order would give a firmer basis to 
prices and be of substantial assistance to 
New Zealand. The New Zealand 
Deputy Premier, Mr Skinner, who 
headed the mission to Britain, has 
expressed disappointment with the Bri- 
tish decision, on the grounds that 
dumping by the countries in question 
would be likely to continue even if in 
lesser degree. 


Seeking Alternative Markets—It has 
been indicated that the Government is 
planning a world-wide survey of trade 
prospects in an effort to seek alternative 
markets outside the United Kingdom for 
primary products, in view of the damage 
inflicted by the slump in prices for wool 
and butter sold in Britain. 


Budget Nearly Balanced— The 
financial year 1957-58 ended with a 
deficit in the Budget accounts of only 
£155,000. This has been described 
by the Finance Minister as very satis- 
factory, since it showed that even after 
allowing for the generous income tax 
concessions made by the new Labour 
Government, New Zealand was within 
close distance of a balanced Budget. 


PAKISTAN 


£10 mns from Britain?—The Finance 
Minister, Mr Amjad Ali, has stated that 
his visit to London, one of the purposes 
of which was to arrange for a sterling 
loan of £10 millions, was successful, 
adding that the outcome of his talks with 
British officials would be made known in 
due course. 


World Bank Mission—A World Bank 
mission has visited Pakistan to discuss 
with the Finance Minister the financing 
of development projects for which the 
aid of the bank is being sought. 


POLAND 


Czech Loan for Coal—Czechoslovakia 
has agreed to give Poland a loan of 
250 million roubles to finance the 
development of Polish coal mines. 


SOUTH AFRICA 


Attack on Foreign Capital—Con- 
siderable controversy has been aroused 
by the suggestion made by Dr Louw, 
one of the country’s leading financiers, 
in a talk to an Afrikaans Chamber of 
Commerce, that foreign investment in 
the country was becoming excessive. 
Dr Louw pointed out that most of the 
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Union’s big industries were largely or 
completely under foreign control, as well 
as all but a minor percentage of the 
banking system and 60 per cent of the 
gold-mining industry. He advocated the 
setting up of a commission of enquiry 
to consider the implications of the growth 
of foreign investment within the country. 
Government Policy Unchanged— 
The Minister of Finance, Mr Naude, 
has stated, however, that the Govern- 
ment has no intention of altering its 
attitude to foreign investments—it wel- 
comes them and wants them. And the 
Minister for Economic Affairs, Dr van 
Rhijn, has pointed out that more foreign 
capital is needed if the country’s rapid 
rate of development and rising living 
standards are to be maintained, and has 
added that the processes whereby foreign 


investment gradually assumes South 
African domicile should be evolu- 
tionary. He stressed that no attempt 


should be made to hasten it by com- 
pulsory measures. 

Treasury Bill Tenders—As a further 
move to assist the development of the 
internal money market, the Union 
authorities have arranged for Treasury 
bills to be issued by the Government at 
weekly tenders. Hitherto, ‘Treasury 
bills have been issued at rates fixed by 
the authorities. ‘The change in policy 
will give freer play to supply and demand 
in the recently established short-term 
money market. 


SOVIET UNION 
$ Credit Acceptable—Mr Krushchev, 


the Soviet Prime Minister, has submitted 
proposals to President Eisenhower for 
increased US-Soviet trade. He sug- 
gested that if a pact between the two 
countries could be concluded, Soviet 
purchases of American equipment and 
various materials could amount to 
several hundred million dollars over 
the next few years. He pointed out that 
Russia could pay for these goods by 
supplying goods and modern equipment 
of interest to the United States, but 
would not mind if at first the balance of 
trade between the two countries was in 
favour of the United States and settled 
by the extension of credits to Russia. 


SWITZERLAND 


Public Finance Reform—A plan for 
the reorganization of the finances of 
the Swiss Confederation devised by the 
Federal Finance Minister, Herr Streull, 
after prolonged discussions with the 
Cantonal Governments, the main politi- 
cal parties and with economic bodies, 
has been submitted to a _ national 
referendum and approved. The new 
plan, which will enter into force at the 
beginning of 1959, provides for reform of 
the tax law. It is expected that it will 
enable the Confederation to balance the 
Federal Budget over the six-year period 
to the end of 1964. 


APPOINTMENTS AND RETIREMENTS 


Bank of Montreal—Mr R. M. Collier to 
be an assistant manager of the bank at the 
Threadneedle St branch, in succession to 
Mr J. Jubb, who is returning to Canada. 

Barclays Bank—London—Battersea Park: 
MrS. L. Swan, from Balham, to be manager; 
19 Fleet St: Mr H. N. Inwood, from 
Oxford St, to be manager on retirement of 
Mr L. H. Randolph; Forest Hill: Mr 
L. G. W. Bramidge, from Battersea Park, 
to be manager; Hanger Lane: Mr W. I. E. 
Taylor, from Edgware Rd, to be manager; 
Hanover St: Miss H. M. Harding to be 
manager; Kilburn: Mr E. C. Sawkins, from 
Greenford, to be manager on retirement of 
Mr A. G. Davies; Knightsbridge: Mr 
H. R. H. Lee to be manager; Noel Park: 
Mr J. B. Pepper, from Eastcastle St, to be 
manager; Notting Hill: Mr G. L. Thomas, 
from Uxbridge Rd, to be manager on 
retirement of Mr N. A. Sayers; 451 Oxford 
St: Mr C. P. Burnett, from Knightsbridge, 
to be manager; Peckham: Mr R. A. Hughes, 
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from Forest Hill, to be manager on retire- 
ment of Mr A. W. J. Lamb; Peckham Rye: 
Mr E. C. Cochrane, from Upper Tooting 
and Wandsworth Common branches, to be 
manager on retirement of Mr H. S. J. 
Bosley; Piccadilly: Mr R. Lewis, from 
Regent St, to be manager on retirement of 
Mr J. A. Prismall; 27 Regent St: Mr 
A. W. F. Paskins, from Park Lane, to be 
manager; Shepherds Bush, Uxbridge Rd: 
Mr F. L. Kenber, from Acton, to be 
manager; Streatham: Mr W. J. W. Meek- 
ings, from Hayes, Kent, to be manager on 
retirement of Mr F. C. Wells; Tooting and 
Wandsworth Common branches: Mr H. Jack- 
son, from Euston, to be manager. 

District Bank—Manchester and Salford, 
Oxford Rd: Mr R. Taylor, from King St, 
Manchester, to be manager. 

Lloyds Bank—Head Office—Chief Inspec- 
tor’s Dept: Mr P. R. Catling to be an 


Continued on page 475 
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NEW FACTS ON STERLING 





TABLE I 
STERLING HOLDINGS BY AREA AND CLASS OF HOLDER 
(£ mns) 
7-—— End-1945 ———, --—— End-1957 ——-~— 
Central Central 
Bank and Bank and 
Total Other Other Total Other Other 
Official Funds Official Funds 
Funds Funds 
Sterling area countries 
UK Colonies .. a 411 263 148 1,269 1,023 246 
Other sterling countries 1,986 1,702 284 1,430 1,184 246 
Total sterling countries 2,397 1,965 432 2,699 2,207 492 
Non-sterling countries 
Dollar area i 34 15 19 35 + 31 
Other west hemisphere 163 158 5 31 13 18 
OEEC countries - 351 190 161 258 130 128 
Other non-sterling countries. . 622 432 190 244 154 90 
Total non-sterling countries... 1,170 795 375 568 301 267 
Total: all countries 3,567 2,760 807 3,267 2,508 759 
Non-territorial organizations — a — 645 645 -- 
Total 3,567 2,760 807 3,912 3,153 759 
TABLE Il 
OVERSEAS STERLING HOLDINGS AND ACCEPTANCES OUTSTANDING 
(£ mns) 
OVERSEAS STERLING HOLDINGS ACCEPTANCES OUTSTANDING 
. Non- 
All territorial | Rest of | Non- 
End of Period Total Countries  organi- Total Sterling sterling 
zations Area Countries 

1953 December 4,004 3,493 | 511 69 — — 

1954 March 4,036 3,524 512 90 --- ~ 
June és 4,132 3,617 » 515 94 ~— — 
September 4,087 3,611 476 73 ~- 

December 4,179 3,703 476 102 ~—- 

1955 March 4,215 3,734 481 117 --- ~ = 
June 4,170 3,691 479 104 —~ —- 
September 4,045 3,575 470 4 - — 
December 4,045 3,576 469 101 — — 

1956 March 4,039 3,568 471 116 = 
June 4,021 3,549 472 108 ~- --- 
September 3,976 3,504 472 103 a -_ 
December 4,090 3,421 669 126 - — 

1957 March 4,150 3,485 665 168 ~- 
June a 4,154 3,494 660 184 ~ = —- 
September 4,021 3,369 652 161 10 151 
December 3,912 3,267 645 147 9 138 

1958 March 3,884 3,234 650 140 10 130 
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TABLE III 


THE SEASONAL PATTERN 
Changes in Sterling Holdings 


Ist 
Quarter 

Colonial territories 

1954 ne eg - + 51 

1955 nee ” me + 37 

1956 - - re +22 

1957 - ei i + 28 
Other sterling area 

1954 - oa a +47 

1955 - a — 48 

1956 og a a + 3 

1957 o oF i + 33 
Total sterling area 

1954 > + +98 

1955 -11 

1956 - - = +25 

1957 7” - a +61 
Non-sterling countries 

1954 - - - — 67 

1955 - a a +42 

1956 ? es - — 33 

1957 - - 52 + 3 


2nd 3rd 4th 
Quarter Quarter Quarter | Year 

(£ mns) | 
+ 39 + 30 + § +128 
+35 - = -3 | L 59 
» I 1 4 ~ 3 -. 3 
_ - £ —— | -@ 
~ $f » ea | - g 
~12 ~ 69 +25 | 104 
~ J - «—-m | «vm 
+ § —107 -79 | —-145 
+ 28 - 44 +44 | +126 
+23 ~ +22 | =— 45 
» @ ee ~ -~ = 
- § ~ 136 -90 {| -157 
65 | 38 + 48 + §4 
~ 66 - 3 —— i «ff 
$$ ~ -—@ | -§33 
. + 11 -12 | 3 





Continued from page 473 
inspector; Staff Dept: Mr M. T. Burnside 


to be staff controller, SE Area. Dziustrict 
Offices—Eastern Counties: Mr J. P. M. 
Kavanagh, from Jersey, to be district 


manager’s assistant; Newcastle upon Tyne: 
Mr G. C. Urwin, from Collingwood St, 
Newcastle upon Tyne, to be district 
manager’s assistant; Salisbury: Mr G. G. 
Drew, from Cambridge, to be _ district 
manager’s assistant. London—Finchley Rd: 
Mr A. W. Jennings, from Kenton, Middle- 
sex, to be manager on retirement of Mr 
E. C. Webb; Islington: Mr W. N. Spall, 
from Staff College, to be manager on retire- 
ment of Mr W. L. Martin; Lewisham: Mr 
R. B. Woolley, from Oxford St, to be mana- 
ger in succession to the late Mr R. F. Car- 
ter; Ludgate Hill: Mr R. T. Poplett, from 
Advance Dept, Head Office, to be manager. 
Aberavon: Mr T. R. Phillips, from Briton 
Ferry, to be manager on retirement of Mr 
B. Morris. Battle: Mr K. A. Slater, from 
Silverhill, to be manager (new branch). Buck- 
land: Mr H. R. Dannan, from Ringwood, 
to be manager on retirement of Mr D. N. 
Jolliffe. 

Martins Bank—Viscount Walberton has 
been elected to the board. London, Holloway 
Rd: Mr A. W. Sheldrick, from Oxford 
Circus, to be manager. Bromley: Mr J. A. 
Howard, from Holloway Rd, to be manager. 
Manchester—Brooks’s Bar: Mr H. Lister, 
from Moston, to be manager; Hulme: Mr 
J. W. Hoyle, from Rochdale, to be manager; 
Moston: Mr C. Coope, from Besses o’ th’ 
Barn, to be manager. 

Midland Bank—London—Hackney Rd: Mr 
B. J. Lewis, from Central Hall, West- 
minster, to be manager in succession to Mr 
5. M. Davies; West Hampstead: Mr L. 


Crabtree, from Park Lane, to be manager in 
succession to Mr A. W. Hodgetts. Alford: 
Mr F. Holmes, from Fakenham, to be 
manager on retirement of Mr T. W. Han- 
cock. Birmingham, Chester Rd: Mr M. F. 
Gould, from Newhall St, Birmingham, to be 
manager on retirement of Mr H. K. Water- 
son. Boldmere: Mr H. L. Edwards, from 
New St, Birmingham, to be manager. 
Brixham: Mr J. W. Tregaskis, from Kings- 
bridge, to be manager on retirement of Mr 
J. S. Page. Bromsgrove: Mr J. S. Jones, 
from Upton-on-Severn, to be manager on 
retirement of Mr L. F. Lane. 

Midland Bank Executor and Trustee 
—Hammersmith (new branch): Mr M. J. 
Dorer, from City Office, to be manager. 
National Provincial Bank—Mr A. J. 
Peech to be a local director for Sheffield. 
Aylesbury: Mr K. H. Davis, from Stone, to 
be manager on retirement of Mr G. V. 
Robbins. Caernarvon: Mr W. T. Ellis, 
from Pembroke Dock, to be manager on 
retirement of Mr T. V. Oliver. 
Westminster Bank—Mr R. E. Elliott has 
been appointed a joint general manager on 
retirement of Mr L. E. Eldridge. Head 
Office: Mr J. I. Cleworth, from Widnes, to 
be an inspector of branches. London— 
County Hall, South Bank (new branch): 
Mr A. M. Andrew, from Westminster 
Bridge Rd, to be manager; Westminster 
Bridge Rd: Mr L. C. W. Huggins to be 
manager. Bridgwater: Mr A. J. Seymour, 
from Midsomer Norton, to be manager on 
retirement of Mr C. H. Burgess. Bristol: 
Mr G. G. N. Candy, from Reading, to be 
manager on retirement of Mr H. Brook. 
Chelsea Parr’s: Mr L. W. Lawrence, from 
Slough, to be manager on retirement of 
Mr J. A. Forbes. 
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Averages 


of Months: 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 


1951: Oct 


Nov .. 


1957: Mar .. 
April.. 
May .. 
June .. 
July .. 
Aug .. 
Sept .. 


Oct 


Nov = 
Dec .. 


1958: Jan 
Feb 


Mar ie 
April .. 
May .. 


* Ten clearing banks for 1921-35, thereafter eleven. 
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BANKING STATISTICS 


Banking Trends since World War I* 


Net 
Deposits 
{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 
6,138 


5,981 
5,973 


5,897 
5,908 
5,980 
6,164 
6,217 
6,170 
6,174 
6,239 
6,236 
6,516 


6,392 
6,131 
6,087 
6,152 
6,119 





Liquid Assets 


mn “At 
680 38 
658 37 
581 35 
545 33 
539 32 
532 32 
553 32 
584 33 
568 32 
596 33 
560 32 
611 34 
668 34 
576 31 
623 31 
692 32 
713 32 
683 30 
672 30 
648 29 
785 31 
676 23 
712 22 
723 20 
788 19 
886 19 
1,280 25 
1,646 29 
1,703 29 
1,920 32 
2,345 39 
2,308 38 
2,097 34 
2,201 35 
2,190 34 
2,098 33 
2,218 35 
2,256 35 
2,423 39.1 
1,981 32.0 
2,008 32.6 
2,025 32.7 
2,065 32.9 
2,166 33.4 
2,305 J5.2 
2,270 35.3 
2,278 35.4 
2,364 36.2 
2,404 36.9 
2,664 38.5 
2,563 37.8 
2,254 35.2 
2,160 33.9 
2,136 33.1 
2,079 32.4 


TDRs 


{mn 


1,811 


1,492 
1,308 
1,284 


430 
247 


I | | 


Investments 
mn “%t 
325 18 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 
1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
1,555 25.1 
2,033 32.9 
1,993 32.3 
1,969 ey 
1,994 31.7 
1,989 29.9 
1,998 30.7 
2,016 31.4 
2,020 31.4 
2,030 31.1 
2,037 31.3 
2,049 29.6 
2,080 31.0 
2,084 . 32.6 
2,094 32.9 
2,136 33.1 
2,163 33.7 


+t Ratios to gross deposits. 


Advances 
mn % 
833 46 
750 42 
761 46 
808 49 
856 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
844 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 44 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 
1,107 20 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
1,897 30 
1,925 31 
1,977 32 
1,994 32 
1,999 31 
2,080 32 
1,992 30 
1,964 30 
1,954 30 
1,921 29 
1,874 28 
1,881 27 
1,859 27 
1,880 29 
1,917 30 
1,964 30 
1,962 30 


=—ObhRRROOW = 


Ape pv 











May 21, 1958 ———_———- CHANGE IN —--—— 
°%~ of Year to Monthly Periods 
Gross May, — ———__—— -1958 ———— 
Deposits 1958 Feb Mar April 
Investm 2nts: 
Barclays oo Beene 692.5 + 40.5 — + 0.2 +22.6 
Lloyds 396.2 34.2 53.2 1.1 +10.2 + 2.2 
Midland .. 476.8 34.2 + 24.3 2.8 — +-10.2 
National Provincial .. 234.6 30.8 21.6 —- 1.5 -—- + 
Westminster .. 268.2 32.5 20.9 ~-- — 0.1 — 
District m3 Bd + 7.6 a 0.2 — 
Martins 89.8 29.0 0.8 — — — 
Eleven Clearing 
Banks .. 2,163.4 33.7 169.2 «o 9.8 +42.6 
Advances: | 
Barclays 387.2 27.4 | - 6.9 | - 0.9 9.2 + 4.8 
Lloyds 370.1 32.0 | -20.8 | +10.5 7 +083 
Midland . 418.0 30.0 3.6 | 10.4 + 3.6 + 5.2 
National Provincial .. 259.1 34.1 —- 7.6 | -— 1.7 +21.3 + 5.7 
Westminster . . 251.7 30.5 - 5.3 | - 5.3 + 5.0 +10.8 
District 71.1 31.0 - 0.4 | 12-66 + 3.2 
Martins . 93.5 30.2 2.2 | 5.8 - 4.2 3.3 
Eleven Clearing | | 
Banks .. 1,961.6 30.6 —36.9 | +21.1 +37.2 +46.9 
Trend of Bank Liquidity* 
1955 1956 1957 1958 
Mar Dec Mar Dec Mar Apr May Dec Mar Apr 
Barclays 23.8 37.9 38.5 @.3 324.8 3.7 32:4 37.7 Mia Bea 
Lloyds 31.1 34.4 32.4 34.4 29.7 31.0 31.0 37.3 31.9 30.1 
Midland 30.1 38.2 31.8 41.3 34.1 34.4 33.2 39.0 33.9 34.8 
Nat.onal Prov 30.7 38.7 31.3 37.2 31.1 29.6 31.7 39.5 34.0 31.8 
Westminster.. 29.7 36.3 33.1 37.6 34.3 34.0 34.1 39.0 35.4 34.5 
District 3.5 B.D 37.2 3.7 3.7 DE TSO Wa 22 Few 
Martins . 28.5 39.8 33.3 42.1 36.7 35.3 36.6 41.0 35.9 36.0 
All Clearing 
Banks 29.9 37.4 33.1 37.4 32.6 32.7 32.9 38.4 33.9 33.1 





(£ millions) 


Trend of * Risk ’’ Assets 





* Cash, call money and bills shown as percentage 


Mondays: 


Bank rate .. 
Treasury bills: 


Average allotment rate* 


Market’s dealing rate, 
3 months 
Bankers’ deposit rate 
Short money: 


Clearing banks’ minimum 


Floating money .. 


Money and Bill Rates 


June 24, Apr 28, May 27,§ June 2, 


of gross deposits. 


1957 1958 1958 1958 1958 1958 
Per cent 
5t 6t 5] 54 54 54 
3% > i 4 4 4 33 43 
34-3 $8 3 3 4j 4; 428-493 4353-4 
: 4 34 34 34 7 
3} 4} 33 33 3? 3? 
34-34 5-5 43-48 43-42 4-4 3-43 


* Preceding Friday. 


t Raised to 7% on 19.9.57. 





§ Tuesday following Whit-Monday. 


Lowered to 54% 


= 
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/ 


t Lowered to 6% on 20.3.58. 
on 22.5.58. 





May 


1958 
5 
4 3b 
is = 4 
3 
34 
31-44 


Ny NOK SUS 
NMsIUWNsl 


o 


—_ 
oe 


vi 


June 9, June 16, June 23, 
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THE EXCHEQUER FINANCES 


(£ millions) 
I—The Budget 


Original! Expected April 1, Change on 





os budget change on’ ~=1958, to’ corresponding 
= estimates, 1957-58 June 14, period of 

4 1958-59 out-turn 1958 1957-58 
3 Total Inland Revenue. . as ee 2,970 +115 384.5 19.3 
| = Customs and Excise .. - ‘i 2,189 - 39 471.2 27.3 
a Other revenue .. o - 280 - 58 49.8 35.9 

roy Total ordinary revenue 5,439 96 905 .6 10.8 
le Debt interest (including sinking fund) 733 +. 33 155.6 -~ 4.6 

2 Other consolidated fund - av 83 + | 14.0 - 0.2 

~ Supply expenditure : in 4,259 +121 781.3 4.5 
yo Total ordinary expenditure a 5,076 +155 951.0 - 0.2 
= Above line surplus or deficit a + 364 — 59 -45.5 10.9 
s Net deficit below line  .. ~ 600 | 35"  -87.0 ~ 48.5 
= of which 

~ local loans, net (shown minus) .. — 13 1 32 6.0 + 2.6 
C loans to state industries, net... — 478 49 — 87.7 -~ 60.3 
a Total deficit .. ne — 236 — 24f ~ 132.4 - 7.4 
na * Indicates joni in net deficit. + Indicates increase in total deficit. 

6 

a Ii1—National Savings 

i 


({mns: Receipts into Exchequer reported during period) 


Savings Total 

Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 

ficates Bonds Banks Bonds Small Interest Bond ing In- 

(net) (net) (net) (net) (net) Maturity vested* 

1952-53 +-22.8 —-10.7 -131.6 — -119.5 88.3 -45.5 6,020.9 

1953-54 +19.0 + 0.3 —79.3 — —~ 60.0 88.6  -—38.4 6,008.7 

1954-55 + 46.0 + 51.1 — 35.4 — + 61.7 88.8  -28.8 6,126.2 

1955.56 +19.7 +-21.5 — 80.4 — —- 39.2 82.7 -50.8 6,123.6 

1956-57 +-72.0 + 3.2 —20.6 +65.0 +119.5 35.5 -38.9 6,124.0 

1957-58 73.1 + 1.2 - 2.4 +58.3 +108.5 35.3 -38.4 6,240.0 
1957-58 

April 5.4 - 0.2 7.4 + 2.4 15.0 2.6 -0.7 6,256.0 

May + 0.7 - 1.8 7.8 2.3 11.9 1.6 —~ 5.1 6,265.0 
1958-59 

April To. —- 3.3 + 4.8 - 3.9 + 6.3 5.8 -0.3 6,284.0 

May .. +11. + 9.1 - 9.2 6.3 18.0 6.3 4.4 6,303.0 


* After taking account of net sales ous the Post Office Savings Bank of Government 
securities other than defence bonds. 





I1I—Floating Debt 


(£ millions) 


~ 4nciuding ali members of British Bankers’ Association. 





Change in three 
Beginning of Apri” June months to 
——_—_--- 14, June 14, June 15, 
1956 1957 1958 1958 1958 1957 
Ways and Means Advances: 
Bank of England - —- — — — — + 63,3 
Public Departments... 277.7 289.3 239.6 213.1 - 12.5 + 42.4 
Treasury Bills: 
Tender .. ee .. 3,240.0 2,860.0 3,120.0 3,290.0 +230.0 + 20.0 
Tap “a - .. 1,561.2 1,306.4 1,499.4 1,47 6.5 —- 53.4 + 444.7 








3,078.9 4,455.7 4,859.0 | 4,979. 6 164. i 4 510. + 


——— eee —_—_———— 


* First return in each fiscal year (since split of rauene bills cannot iasiniailid be calculated 
at March 31). 
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Official Market 


Spot 


3 months 


Transferable* 


Security* . 


Sterling-Dollar Exchange Rates 


June 21, 
1957 


2.79 # 


%$c pm 


2.774 
2.593 


Apr 25, May23, May30,t June 6, 
1958 1958 1958 1958 
2.81} 2.813 2.813 2.81% 
2?cpm 2%cpm 2;;cpm 2icpm 
2.794 2.794 2.794 2.794 
2.79 2.797 2.7813 2.783 


* New York market quotation. 


Years and 
Quarters 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 


1957: 
I 


II 
IIT 
IV 

1958: 
Jan 
Feb 
Mar 


I 


Apr 
May 


1946-50 
1947-49 
1948 
1956 


1957 


+ Previous day 








Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 


Net Gold and Dollar 
Surplus ( +) or Deficit (—) 














* Source: Federal Reserve Bulletin. 
+ Portion of deficit or surplus settled in gold (in month following each accounting period). 


t Special German deposits, Canadian quarterly payment on 1942 loan and regular 
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Financed by 











monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 


June 13, 


1958 


2.814 
2 isc pm 
2.792 
2.78% 


New York market closed. 


June 20, 


1958 


2.81 + 
2c pm 
2.791 
2.78 4 


Official Private 


Reserves 


UK 


at End Dollar 
of Balances* 





Net Special 
With With Surplus Ameri- Payments Change Period 
EPUt Other or can and in 
Areas Deficit Aid Credits Reserves 
-= —- —~ 908 —- +1123 + 220 2696 
=. --— — 1431 a -+- 3513 —- 618 2079 
= — -1710 682 + 737 — 223 1856 
— ~- — 1532 1196 + 116 —- 168 1688 
+ 14 +791 + $05 762 + 45 +-1612 3300 
-—112 — 876 — 988 199 —- 176 - 965 2335 
— 276 — 460 - 736 428 —- 181 — 489 1846 
+113 +433 + 546 307 - 181 + 672 2518 
+ 85 +395 + 480 152 — 388 + 244 2762 
— 169 — 406 — 575 114 —- 181 — 642 2120 
-211 — 415 — 626 66 + 573 + 13 2133 
— 276 - 135 — 411 26 + §25 + 140 2273 
+ 20 ~ 84 - 64 13 + 12 + 76 2209 
+ 12 - 21 ~ 9 4 + 177 1 172 2381 
—193 — 347 — 540 ) = - 531 1850 
—115 +288 +- 173 = 250 + 423 2273 
—- 13 +144 + 131 — — + 131 2404 
22 +112 + 134 1 --- + 135 2539 
+ 94 +137 + 231 ~— ~— + 231 2770 
+103 +- 393 + 496 1 = + 497 2770 
iain olienimaiin siinitacaamatals tills sonatas aioe 
1 1-133 144 —- = 144 2914 
+ § +115 120 3 ~— 125 3039 
Special Items Detailed ; 
Receipts Payments 
$mn 
US and Canadian loans.. 4,909 1951-56 Service of US and Cana- 
IMF loan ie 300 dian loans, etc, each 
South African loan 325 perannum .. a 
Sale of Trinidad oil 177 1954 EPU funding payment .. 
Sale of US Govt bonds.. 30 IMF repayment .. 
IMF loan a : 561 1956 IFC subscription 
India’s IMF loan 200 
Return of interest on US 
loan... on 104 
Export-Import Bank 250 


194 
267 
295 
236 
257 
508 
472 
491 
428 
480 
679 
602 


645 
513 
657 
602 


181 


108 § 
14 

















NATIONAL BANK OF LIBYA 


BALANCE SHEET AS AT 3ist MARCH, 1958 
ISSUE DEPARTMENT 





LIABILITIES ASSETS 
Si. £L. £L. 
Notes and coin issued :— Sterling deposits and British Govern- 
In circulation. . .. 7,091,584 ment Treasury Bills , . 2,621,593 
In banking department 94,936 British Government securities .. 3,064,927 
———-_ 7,186,520 | (Market value—£L.3,122,484) 
| U.S. dollar deposits . 1,500,000 
(Value at current rate of exchange: 
£L.1,490,683) 
£L.7,186,520 £L.7,186,520 





BANKING DEPARTMENT 





£L. £L. | £L. 
Authorised capital .. 1,000,000 British Government securities Me 964,303 
—_— (Market value—£L.973,750) 
Paid-up capital . . - 700,000 _=British Government Treasury Bills.. 6,008,977 
General reserve fund .. 288,662 U.S. prime bankers’ acceptances .. 973,305 
Reserve for contingencies 205,000 _ Balances with foreign saree cums 2,176,152 
Current, deposit and Loans and advances 186,919 
savings accounts os 9,019,380 | Bills discounted and rediscounted . 163,023 
Other liabilities - 632,873 | Other assets .. ai 224,027 
Cash in hand and in 
| transit :— £L. 
Libyan notes and coin 94,936 
Foreign currency notes 13,877 
—_——— 108,813 
Fixed assets at cost less 
depreciation .. ; 40,396 
| Contra accounts :— 
Contra accounts :— Customers’ liability for 
Credits opened and | credits opened and 
letters of guarantee | letters of guarantee 
issued 367,704 issued 367,704 
(1957—E£L. 233, 292) —_—— (1957—£L.233 229) mS 
£L.10,845,915 £L.10,845,915 
W. P. WALLER, Deputy Governor. A. N. ANEIZI, Governor. 
F. FRASCA, General Manager. 





TO HIS EXCELLENCY THE MINISTER OF FINANCE, FEDERAL GOVERNMENT OF 
THE UNITED KINGDOM OF LIBYA 


We have examined the above balance sheet comprising the assets and liabilities of the Issue 
Department and of the Banking Department and the annexed profit and loss account which in our 
opinion give respectively a true and fair view of the state of the affairs of The National Bank of 
Libya as at March 31, 1958, and of its profit for the year ended on that date. 

We have obtained all the information and explanations which we considered necessary. In 
our opinion the Bank has kept proper books and the balance sheet and profit and loss account are 
in agreement with them and with the said information and explanations. 








Zurich, May 8, 1958. PRICE WATERHOUSE & Co. 
PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31st MARCH, 1958 
£L. £L. 

Directors’ fees 1,000 | Gross profit for the year ended 
General and administration expenses | March 31, 1958, after deductions 

and interest charges , ; 167,083 for depreciation and amortization 
Preliminary expenses written off .. 3,693 | and provisions and reserves Ke 567,867 
Reserve for contingencies .. ; 145,000 


Share of profit due to Government 
of Libya under Article 29 (iv) of 


Law No. 30 of 1955 87,994 | 
Profit anmeen to ‘general reserve 
fund oF 163,097 
£L.567,867 £L.567,867 



















































OSTERREICHISCHE 






LANDERBANK AG. 


VIENNA, AUSTRIA 





Expansion in Turnover Continues 





High Liquidity Ratio 





7 per cent Dividend 





in Vienna on 14th May this year and 
the following are details of the report pre- 
sented by the Board of Directors. 


The business of the bank in the past year 
showed an extraordinary favourable up- 
ward trend. The turnover which had in- 
creased by 12.3 per cent. in 1956, rose by 
21.9 per cent. in 1957. The balance sheet 
total on 31st December, 1957, amounted to 
S5,600m., nearly S1,000m. higher than in 
the previous year, which means an increase 
of 21.3 per cent. as compared with ah in- 
crease of 9.4 per cent. in 1956. In accord- 
ance with the general expansion of the 
business, revenue was S325m., while it 
had been S296m. in 1956. Expenditutes 
rose likewise primarily for salary payments. 
The favourable business results made ~it 
possible to increase the reserves by 547.7m., 
which is about equal to 1956. 


Particularly remarkable is the high li- 
quidity ratio. Cash liquidity amounted to 
18.3 per cent. and first and second degree 
liquidity to 61.9 per cent. (56 per cent. on 
31st December, 1956) while the minimum 
requirements are only 40 per cent. The 
capital and reserves of the bank including 
the pension fund reserve (S150m.), which 
has to be taken into account as pension 
payments are actually made out of current 
revenues, are given as S600m., which rep- 
resents 13 per cent. of deposits. The de- 
velopment of deposits shows clearly the 
excellent reputation of the bank among the 


HE Annual General Meeting of 
Osterreichische Landerbank was held 
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public. Deposits during 1957 rose by 
S800m. (21 per cent.) to more than S4,500m. 
including a rise of savings deposits by 
S259m. (37.6 per cent.). The latter, which 
amounted to S946m. on 31st December, 
1957, have since increased to over $1,000m. 
Other deposits rose by S536m. (17.4 per 
cent.) to S3,607m. ‘These additional funds 
were primarily used for the acquisition of 
short-term bills of exchange the total of 
which rose by S749m. to $1,600m. Trea- 
sury bills increased by S156m. while ad- 
vances rose by only S96m. 


Bank premises, real property as well as 
fixtures and fittings, retained their nominal 
book value of S1 each. 


Profit and Loss Account 


The profit and loss account shows an in- 
crease in expenditures from S278m. to 
S307m. which was mostly due to increase of 
salaries and higher taxes. The revenues in- 
creased from S296m. to S325m., which is 
about equivalent to the rise experienced in 
1956. Accordingly, there was a net profit 
for the year of S17.7m. which, added to the 
balance of S1.6m., brought forward from 
the previous year, produced a total of 
S19.3m. available for distribution. 


It was proposed to pay a dividend of 7 
per cent., equal to that for 1956. 


The report, the accounts and the pro- 
posals put forward by the Board of Manage- 
ment were adopted by the General Meeting. 
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NATIONAL BANK OF NEW 


ZEALAND 





Fundamental Soundness of Country’s Economy 





Mr Arthur H. Ensor on an Overall Satisfactory Year 





HE 86th annual general meeting of 

The National Bank of New Zealand 

Limited was held on June 26 in 
London. 

The following are extracts from the circu- 
lated statement of the Chairman, Mr. 
Arthur H. Ensor: 

I am able to report another reasonably 
satisfactory year. Profits at £275,000 show 
a modest increase of £6,000 over the 
previous year, which must be regarded as 
satisfactory bearing in mind the rising costs 
of providing an adequate banking service. 
In the current year, with the severe import 
restrictions in being, the volume of trade is 
likely to be lower than that during the 
period under review, and to a limited extent, 
this may affect our current earnings. 

The Directors now recommend a final 
dividend of 5 per cent. actual less income 
tax at 8s. 6d. in the £, making a total distri- 
bution of 9 per cent. for the year. 


Business Development 


Our business throughout New Zealand 
has continued to expand and there has 
once again been a very satisfactory increase 
in the number of our customers. ‘This has 
necessitated an extension of our banking 
facilities and during the year we have 
opened five branches and four agencies, 
making a total of ninety-four branches and 
sixty-two agencies in New Zealand. 


Balance of Payments and 
Overseas Trade 


In my statement last year I referred to 
some of the principal elements of strength 
and weakness in New Zealand’s economic 
situation. During the past year events have 
conspired to focus attention almost exclu- 
sively upon the weaknesses, notably the 
vulnerability to sharp price fluctuations of 
some of the Dominion’s exports. 

The balance of payments crisis, which 
led the newly elected Government to intro- 
duce a comprehensive and severe system of 
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import controls at the beginning of this 
year, was the result of a substantial increase 
in the value of imports which was not 
matched by a comparable rise in current 
receipts. 

On the one hand, the market value for 
New Zealand butter in London was falling 
to the lowest level reached for ten years, 
average wool sale prices were down some 
18 per cent. on the previous year and the 
seasonal fall in lamb values was somewhat 
earlier and sharper than usual, whilst on 
the other hand total payments for imports 
into New Zealand by the end of the year 
had increased by 16 per cent. over the 1956 
value. 

Thus, the movement in the terms of 
trade, together with the increase in the 
volume of imports, was having a very ad- 
verse effect on New Zealand’s net overseas 
assets, which had fallen to dangerously low 
levels, and the fall has not yet been arrested. 
In this situation determined action was 
undoubtedly necessary, particularly as it 
was essential to check the excess stock 
building by way of imports which, to a 
considerable extent, was the result of the 
political uncertainty of the time. 

In these circumstances, New Zealand’s 
protest against the placing of large quan- 
tities of dairy produce on the United King- 
dom market by foreign suppliers at a price 
below that charged to their own domestic 
consumers warranted careful consideration. 
The recent decision of the British Govern- 
ment to impose quotas on butter imported 
from a number of foreign countries is ex- 
pected to restrict imports from _ these 
sources by some 40,000 tons per annum. 

It is difficult to forecast the likely effect 
on the United Kingdom butter market of 
these proposals and the arrangement has 
not been too well received by New Zealand. 
It is to be hoped, however, that the measures 
now being taken will be effective in affording 
some assistance towards resolving the prob- 
lem, as it would be a misfortune if New 
Zealand’s highly efficient dairy industry was 





















impaired by what may prove to be tem- 
porary marketing difficulties. 

In spite of these uncertainties, there are 
aspects of New Zealand’s trading position 
which taken together are gratifying features. 
The first is that New Zealand’s principal 
market, the United Kingdom, has so far 
shown a notable resistance to the possible 
extension of an economic recession from 
across the Atlantic. Secondly, after years 
of intensive capital investment and the con- 
tinued application of improved farming 
methods, New Zealand’s primary industries 
are now among the most highly productive 
in the world, and this fact emphasizes the 
urgent necessity for seeking new markets. 

Furthermore, there are many examples, 
although relatively small in volume, testi- 
fying to the success of the efforts to diversify 
export products and markets. 

Trade with Australia remains heavily 
unbalanced, although from time to time 
attempts are made to reduce the discrepancy 
between imports and exports. In the past 
year significantly larger receipts have been 
earned by New Zealand’s timber products, 
pulp and paper, and there has been an 
overall increase in the export trade to 
Australia. 

Shipping services play a vital part in the 
successful marketing of New Zealand’s 
products, and it is very satisfactory to see 
that these services have been extended in 
the past year, particularly those to the Far 
East. 

Within New Zealand constant endeavour 
is being made to exploit the country’s 
natural resources to the utmost. 

After outlining various development pro- 
jects, the statement continued: 

In order that all these opportynities 
may be successfully utilized and the many 
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claims of a highly organized welfare stat 
met, a considerable degree of self-disciplin 
will be necessary, otherwise inflation wi 
undoubtedly endanger the continued de 
velopment of New Zealand’s economi 
foundations. 


Response of Small Investors 


While recourse to overseas loans ca! 
afford some short-term relief to the imme 
diate balance of payments problem, it is t 
be hoped that the steps necessary to restor 
a proper equilibrium in the economy wil 
not be neglected. It is appreciated tha 
New Zealand is a young and vigorous 
country and that many of the projects now 
under construction are worthwhile, but the 
problem of discriminating between the 
necessary and the merely desirable must be 
faced if the Government is not to spend too 
large a proportion of New Zealand’s export 
receipts in advance. 

Nevertheless, within the economy there 
have been several encouraging signs, in- 
cluding a better balance in the labour 
market and relative stability of the con- 
sumer price index. ‘There has been a 
gratifying increase in the amount of private 
savings, and the importance of the small 
investor was demonstrated by the response 
to the internal loan of £20,000,000 issued 
in June, 1957. 

The various encouraging features which 
I have mentioned in this brief survey can 
be taken as indications of the fundamental 
soundness of New Zealand’s economy, and 
I have no doubt that the existing difficulties 
will be successfully overcome by the re- 
sourcefulness of the people of New Zealand, 
once the requirements of the present 
situation are fully appreciated. 
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CREDITANSTALT-BANKVEREI 


VIENNA—AUSTRIA 


ACCOUNTS 1957 


The Accounts and Annual Report for 1957 presented by the Board 
Creditanstalt-Bankverein were adopted by the shareholders at their Annual Gen 


Meeting on May 17, 1958. 


The following list shows the more important items of the Balance Shee 
December 31, 1957, as compared with 1956. 


At 31.12.57 At 31.12.56 


ASSETS (in Sm.) 
Cash Holdings .. - se ot na 847.— 597.2 
Bills of Exchange a 1,879.— 1,366.1 
Treasury Bills of the Republic of Austria .. 149.4 74.7 
Marketable Investments - 919.3 787.— 
Securities held under Syndicate Agreements ~ 130.2 146.— 
Short-term Claims on Credit Institutions of 

undoubted Soundness and Liquidity - 399.8 316.3 
Advance Payments on Goods Dispatched or 

in Stock uF 2 a cs - 60.3 65.6 
Debtors .. ~ ‘3 vl vs - 2,926.— 2,740.5 
Participations .. ia me a 416.6 419.2 
Real Estate and Buildings - ‘6 - 15.8 15.3 
Mortgage Assets ~ ey ii - 332.— 321.2 
LIABILITIES 
Creditors - - ca - - 5,019.5 4,421.3 
Savings Deposits - ‘ie - - 961.— 675.5 
Share Capital .. - i. “ -" 500.— 500.— 
Reserves a 601.3 531.2 
Appropriation for Pension Liabilities - 452.4 377.4 
Miscellaneous Contingency Reserves. . - 127.3 |34.— 
Collective Value Adjustments. . i oe 76.8 71.4 
Mortgage Liabilities .. - a ie 217.5 129.1 


The Annual Report once again shows a remarkable increase in the Banl 
turnover which reached S 295,300m. as against 244,600m. in the preceding year. 
rise of approximately 20.7% over 1956. The number of accounts and deposits re 
by 21,100 to 207,600. The Balance Sheet total rose from app. S 7,000m. to sor 
8,200m., an increase of about 18 %. 


The lively demand in the credit business was due to the favourable developme 
of the Austrian economy, which was reflected in every sector of the Bank’s activiti 
At the end of 1957, 4,522 loans had been granted, 3,701 of which were subject to 
months’ notice. 


The items *“* Debtors’ and “‘ Advance Payments on Goods Dispatched or 
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Stock ** are shown at S 2,986.3m.; Bills of Exchange amounted to S 1,879m. The 
share in the Balance Sheet total taken by these items amounts to app. 59.2%. 


The Bank’s cash liquidity amounts to 21.5%. Total liquid resources, including 
the Bank’s other liquid funds, convertible securities and bills of exchange, amount to 
59.5% as against 54.5% in the previous year and thus considerably exceed the 
minimum rates laid down in the credit agreement. 


The Board maintained its efforts to strengthen the Bank’s capital and reserves 
during the year. As a result the free reserve was increased by S 70m. and in ac- 
cordance with existing regulations the contingency reserve was increased by S 0.6m. 
by an appropriation from the year’s profit before the Annual Balance was struck. 
The Bank’s capital subject to liability has thus now reached S 1,117.8m. The total 
capital subject to liability, including app. S 1.2m. profit balance for 1957 and app. 
S 246m. pension reserves, amounts to app. S 1,365m., or app. 273% of the share 
capital, i.e. 21.4% of the Bank’s total liabilities. 


Contingency reserves and ordinary reserves in respect of pensions were increased 
to S 452.4m. compared with S 377.4m. in the past year. 


Funds administered by the bank—creditors and savings deposits—amounted to 
S 5,980.5m. in the year under review, representing an increase of S 883.7m. over the 
previous year. In this connection the rise in savings deposits by S 285.5m. is 
particularly noteworthy. 


At the Annual General Meeting of Creditanstalt-Bankverein on May 17, 1958, 
the Board’s proposal to distribute a dividend of 7°% on the share capital of S 500m. 
from the net profit of S 36,215,383.41 was adopted. 


Vienna, May 1958. 
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NINETY FIRST HALF-YEARLY REPORT OF 
THE SUMITOMO BANK, LTD. 


ASSETS 


Cash and due from banks 

Call loans .. 

Securities .. 

Bills discounted 

Loans ; 

Import bills ‘settlement ale, 
Dr. ™ 

Foreign exchanges 

Domestic exchange settle- 
ment a/c, Dr. .. 

Customers’ liability for ac- 
ceptances and guarantees 

Bank premises and real 
estates 

Other assets 


Total .. 


MARCH 31, 1958 


LIABILITIES 
Yen Yen 

98,458,397,097 Deposits 429,067,374,935 
500,000,000 Borrowed money . 43,601,938,000 
50,957,571,076 Bills rediscounted — 4,226,876,754 
126,617,925,568 Call money 6,782,000,000 

223,134,656,700 Import bills settlement a/c, 
ie. a 3,664,500,000 
5,444,968,000 Foreign exchanges | 6,906, 752,784 


Domestic — settle- 
ment a/c, C ; 
Acceptances mei guarantees 
Provision for accrued in- 
terest, taxes, etc. 
Provision for unearned dis- 


13,698,311,915 
4,553,442,973 


3,125,426,725 
38,561,580,644 


38,561,580,644 7,771,927,669 


6,890,208,830 counts, etc. 3,204,091 ,160 
1,382,757,477 Other liabilities 243,583,715 
Reserve for possible loan 
losses 6,919,302,284 
Reserve for price fluctua- 

tion 1,488,300,000 
Reserve for retirement 

allowances 1,425,280,150 
Capital (paid up) . 5,000,000,000 


1,368,892,475 
6,841,992,985 
1,038,076,323 


Capital surplus 
Earned surplus 
Profit for the term 








570,199,820,280 


Total 570,199,820,280 








PROFIT AND LOSS ACCOUNT 


PROFIT 


Interest on loans and dis- 


counts .. 
Interest and dividends on 
securities , : 
Fees and commissions 
Other incomes 
Transfer from reserves 
Balance brought forward 
from previous term 


Total 


LOSS 
Yen Yen 
Interest on deposits 6,940,324,163 


14,078,165,370 Interest on borrowings and 


: rediscounts ne 2,835,560,901 
1,791,109,896 Amortization and depre- 
583,432,581 ciation ae “ 455,932,232 
826,646,896 ‘Taxes ra 1,088,751,682 
1,570,170,625 Salaries and allowances .. 2,040,725,214 
' Other operating expenses 1,957,856,636 
124,436,662 Transfer to reserves 2,492,298,217 


“ Profit for the term os 1,162,512,985 
Net profit - a 1,038,676,323 








18,973,962,030 Total 18,973,962,030 








APPROPRIATION OF PROFIT 


DR. 


To reserve 

To reserve for taxes 

To bonus .. 

To dividend ; 

To balance carried forward 
to next term - 


Total 


CR. 
Yen Yen 
370,000,000 Balance of profit brought 
400,000,000 forward from previous 
7,500,000 term v 124,436,662 
250,000,000 Net profit for the term 1,038,076,323 
135,012,985 








1,162,512,985 


1,162,512,985 Total 
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THE SUMITOMO BANK, LTD. 





A Review of the Economic Conditions in Japan During 


October, 1957-March, 1958 





the half-year ending March 31, 1958, we 

find that international circumstances have 
worsened considerably and the recessive 
tendency of world business has become 
more conspicuous. Under this situation 
European countries and the United States 
were forced to change their economic 
policies. Since last autumn, many countries 
have lowered their official discount rates 
and the United States has brought forward 
various positive counter-recession policies. 
Nevertheless, there was an increasing an- 
xiety that the down-turn of business acti- 
vities might deepen and be more sustained 
than we anticipated. On the other hand, 
under these international circumstances the 
effect of-a tight-money policy emerged 
more plainly in Japan. MHer balance of 
foreign payments, unfavourableness of which 
had been the direct motive for her adoption 
of a tight-money policy, improved sub- 
stantially as a result of the import decline 
occurring by the penetration of deflation. 
During this period we had a trade surplus 
of U.S. $197 millions and, as a consequence, 
the foreign exchange holdings which had 
fallen to U.S. $800 millions for a time re- 
covered the level of U.S. $1 billion by the 
end of the period. The foreign exchange crisis 
appears to be overcome for the moment. 

However, in contrast with the improve- 
ment of the foreign trade sector, a dis- 
equilibrium in the supply of and the de- 
mand for goods came to the fore because 
of the stagnant tendency of effective demand 
resulting from the tight-money policy, 
together with the recent expansion of in- 
dustrial equipment and productive capa- 
cities. Thus, the inventories of various 
makers increased and the commodities mar- 
kets showed a generally bearish tone. The 
wholesale price, though somewhat undu- 
lating, had the general tendency of decline 
and at the end of the period it showed a 
10 per cent. drop as compared with the peak 
in April of last year. To meet this situation, 
the movement to readjust production in 
industrial firms rose since the second half 
of last year. Especially since the beginning 
of this year many industries, such as tex- 
tiles, iron and steel, and non-ferrous metals, 


J: reviewing economic conditions during 
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entered into a large-scale production cur- 
tailment and there are indications that the 
level of production has come to stagnation. 
Looking at production curtailment there 
appears to be an increasing expectation 
recently of touching the bottom in some 
commodities markets coupled with a gradual 
optimistic turn. However, we think that it 
is still difficult to be too optimistic 
concerning the economic future, because 
we cannot expect a large increase of exports 
which will add momentum to restoring 
good business conditions in Japan. 

In reviewing the financial conditions 
during this period, we find that the money 
market did not become so easy as people 
hoped even during the period of the govern- 
mental excess disbursement and that it 
continued active all through this period. 
If we trace the revenue and expenditure 
figures of the national treasury, a large 
excess disbursement occurred against a 
background of improving foreign trade and 
of the second most abundant rice harvest 
in history during the first half of this 
period. But for the latter half a large 
excess receipt resulted as usual because of 
tax revenue. At the end of the period 
there was only Y19.3 billions excess dis- 
bursement. On the other hand, the demand 
for money in industrial circles was very 
high both for new equipment and current 
operations. ‘Thus, the money market was 
busy. A review of all banks’ accounts 
shows this tendency. The total loans of all 
banks revealed an increase of Y428.1 billions, 
only a little over 70 per cent. of that of the 
corresponding term of the previous year, 
reflecting the tight-money policy. On the 
other hand, the total deposits in all banks 
showed an increase of Y398 billions, below 
the level of loan increase. As a result, the 
tendency to over-loan was pronounced and 
thé financial positions of banks were not 
ameliorated. On account of this the call- 
money market was not relaxed almost 
throughout the period. The loans of the 
Bank of Japan rose by Y25.2 billions during 
the period and ended with Y588.1 billions. 
Note issues of the Bank of Japan as of the 
end of the period reached Y688.6 billions, 
making an addition of Y35.1 billions. 
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